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ROYAL COMMISSION ON COOPERATIVES 


The Commission appointed to inquire into the 
present position of cooperatives in the matter 
of income and excess profits tax, organization 
and business methods and operations, and the 
comparative position of persons engaged in 
business directly competitive therewith, met 
in Ottawa, on Friday, April 13, 1945. 
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The Hon. Mr. Justice ERROL M. McDOUGALL, Chairman 
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Colonel G.W. Ross Executive Secretary 
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THE CHAIRMAN: Gentlemen, before we take up the day's 
work I think I should make some reference to the great and 
tragic loss which has been suffered by the republic to the 
south, in which we in Canada also feel that we have lost 
a great and constant friend in the person of President Roose 
velte I believe he will go down in history as one of the 
ereatest presidents of the United States and I want to pay 
this tribute to him; and to say only that as truly as any 
soldier who has been killed at the front, President Roosevelt 
has laid down his life for his country. No man can do more. 

I would ask that we all stand for a moment in honour 
of the memory of this great president of the United Statese 

THE CHATRMAN : Well, sir, whet is the programme this 
morning? 

MR. BROSSARD: We have this morning a brief from the 
Federation of the Chambers of Commerce of the province of 
Quebeo, I believe, and Mr. Latour is here to represent the 
Federation of the Chambers of Commerce of the Province of 
Quebec. 

GILBERT LATOUR 
residing in Montreal, who, having been 


duly sworn on the Holy Evangils, deposed 
as follows; 


BY MR. BROSSARD: 

Mr. Chairman, the brief prepared by Mr. Latour con- 
tains information on the procedure followed by the Federation 
of the Chambers of Commerce of the province of Quebec, and 
on the way the brief itself was prepared and submitted to 
the various chambers constituting the federated groupe I 
have only two or three preliminary questions to ask Mr. Latour, 
and I would like to ask them after he has read his brief, 
which he will kindly do first. 


In fact, I believe it would be better to have Mr. Latour 
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read us his brief first; because all the facts we are 
interested in are mentioned in the brief, partly at least. 

THE CHATRMAN: Very well. 

MRe BROSSARD: But I would like to have Mr. Latour 
identify himself and tell us in what capacity he represents 
the Federation of Chambers of Commerce of the province of 
Quebeae 

THE CHATRMAN: Yes, it might be perhaps advisable for 
you to ask him in what capacity he represents it. 

MR. BROASSARD: Yes. 

Qe In what capacity do you appear before the Royal 
Commission of Inquiry on the Cooperatives this morning? 

A. As General Secretary of the Federation of Chambers 
of Commerce of the province of Quebec. 

Qe I understand that you are secretary of the Chamber 
of Commerce of Montreal as well? Ae YeES~ 

Qe You hold the dual position of Secretary of the 
Chamber of Commerce of Montreal, and of Secretary of the 
Federation of Chambers of Commerce of the province of Quebec? 
A, Yess 

Qe You are secretary of the Chambers of Commerce of the 
Province of Quebec, and of the Federation? Aw Yes. 

Qe Which was incorporated in what year? 

Ae In 1909; it was incorporated under a special federal 
statute, known as 9-10 Edward VII, Chapter 99. 
Qe Now I would ask you to read us your brief, 
A. Would it not be better for me to mention a few changes 
to be made in the procedure with respect to this brief? 

Qe Yes, and I would also like you to number the pages 
of your brief as you are reading, because the copies are 
not numbered. 


Qe Then, it would be preferable that I point out the 
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changes to be made as I proceed with the reading of my 
brief? Ae YeSe 

THE CHAIRMAN: Yese 

THE WITNESS: 

Chamber of Commerce of the Province of Quebeo 
I start at page 1, which reads as follows: 

"The Chamber of Commeroe of the Province of Quebec 
comprises eighty-two chambers of commerce and boards of 
trade, It was founded in 1909. 

"Tt derives its legal existence from a special federal 
act 9-10 Edward VII, Chapter 99, 

"Its objest is to coordinate the work of its chamber 
members on the provincial plan. 

"Tt is administered by a general meeting that assembles 
each year and delegates its powers to eighty-four adminis- 
trators representing twenty-three administrative regions 
which in turn elect their officers. The officers and 
regional administrators form the executive which looks 
after the management and the orientation of the Chamber 
between two general meetings. 

Authority for the Brief: 

"1. In December, 1943, the general meeting which 
sat for two days at Quebec, formed a committee which 
deliberated for eight hours with the mission of formu- 
lating the official opinion of the chamber with reference 
to cooperation. The committee which consisted of about 
fifty delegates representing in the majority the cooperative 
movement reported to the general mecting, The latter 
recommends to all Chamber-members to study the business 
methods of cooperatives. 

"2. In 1944, through the medium of its secretariat, 


the provincial chamber repeatedly asked the chambers to 
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study the cooperative movement. 

"3. In Sectember, 1944, at La Malbaie, the general 
meeting accepted a report of one of its committees to the 
effect that a request be made that cooperatives be placed 
on the same footing as ordinary enterprises in respect 
of the income tax. 

"4. Since the Canada Gazette published the order 
in council authorizing a royal commission to conduct an 
inquiry on cooperatives, a certain number of chamber- 
members asked the provincial chamber to make known its 
opinion. 

"Oe As its regularly called meeting of February 13, 
the executive council of the provincial chamber assembled 
at Quebec instructed its secretary to prepare a brief 
asking that cooperatives and ordinary enterprise be 

' placed on an equal footing in regard to income tax, without 
asking, however, the taxation of the patronage dividend. 

"6, The text of this brief the tenor of which re- 
presents the official thought of the chamber of commerce 
of the province, was forwarded to all members of the 
executive council and to all chamber~members for approval. 
Here are the results of that course of action: 

I continue at page 4$ 
And here, figures must be changed, the figure 18 
at page 4 must be changed, this is at the very top of the 
page. The text reads "18 chambers", one must point OUteces 
THE CHAIRMAN: Where is that? 
Ae At the very top of the page. 
Qe How many are there? Ae Twenty chambers, 
Qe Twenty? Ae Yes. And under number 4 which rearec: 


Drummondville, one must add Farnham, Quebeo,. 
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Qe Farnham? As Farnham, Quebece And under number 15 
which reads: Sherbrooke, one must add Trois-Pistoles, and 
opposite Trais=-Pistoles, one must place an *x" in the 
cOlumn: council meeting} as for Farnham, I cannot state 
definitely, I have no definite data. 

BY THE CHAIRMAN: 

Q. That would be an "x in the serond column? 
Ae Yes, place an "x" in the second column, and cen the total 
of that column must now reads 5 instead of 4, and one must 
enter the two additional ones which make the total of twenty 
chambers instead of eighteen. 

Twenty chambers approved the brief without any quali- 
fications whatever, 

"Meeting 


of the Executive of the Board General 


I, Beauceville x 

2. Charny x 

3. Chicoutimi x 
4, Drummondville x 

Farnham x 

Se GrandtMere x 
6. La Sarre . x 

7. La Tuque x 
8. Montreal (district of) x 

94 Quebec x 
10. Richmond & Melbourne x 
ll. Roberval - 
i2e Ste Jean x 
13. St. Jerome x 


14. Ste. Therese de Blainville x 
15. Sherbrooke x 
Trois Pistoles xX 


16. Trois Rivieres x 
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"Meetings a 
of the Executive of the Board General 
"17. Val dtOr x 
18. Valleyfield x 
Total 6 5 er 


Now, on the next page, page 5, figure 8 at the top of the 
page -- 8 chambers -- should read 10 chambers. 

BY THE CHAIRMAN: 

Q- This is 5, is it not? A. It reads: "have 
disapproved the brief", 

BY MR. BROSSARD: 

Qe No, “have approved the brief"? 

A. Oh, then, excuse me, there is an inversion, and so, 
it becomes page 6 of my own brief. 

BY THE CHAIRMAN: 

Qe All right, the 10--? Ae No, the 5 is not changed, 
then let us proceed with the next page at once, 

BY MR. BROSSARD: 

Q. The next page would be page 6? he Yes. 

Qe "8 chambers have disapproved--" 

A. Yes, the 8 should be changed into 10, and then, at the 
top, you have 10 chambers have disapproved the brief, and 
after number 1 which reads Amqui, "Cabano” should be added 
below, and an "x" inserted in the second column, 

THE CHAIRMAN: Yes, 

THE WITNESS: After number 8 which reads, Sayabec, 
Shawinigan Falls should be added, and an "x" inserted in the 
second column, then, in that same column, the second one, 
raise the total to 4 instead of 2. 

On the same page, the figure "4 chambers have deoided 
not to express an opinion" should be changed into 5, and 


the word "Levis" should be added before number 1 which reads 


"Nicolet", 
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Ae NO, the 5 is not changed, then let us proceed with 
the next page at once. 

BY MR. PROSSARD: 

2 The next page would be page 6? A. Yes. 

Qe "8 Chambers have disapproved--" A. Yes, the 8 should 
be changed into 10, and then, at the top, you have 10 
chambers have disapproved the brief, and after number 1 which 
reads Amqui, "Cabano" should be added below, and an "x" 
inserted in the second column, 

THE CHAIRMAN: Yes. 

THE WITNESS: After number 8 which reads, Sayabec, 
Shawinigan Falls should be added, and an "x" inserted in the 
second column, then, in that same column, the second one, 
raise the total to 4 instead of 2. 

On the same page, the figure"’4 chambers have decided 
not to express an opinion’ should be changed into 5, and tue 
word "Levis" should be added before number 1 which reads 
"Nicolet". 

BY THE CHATRMAN: 

Q.» Levis? Ae Levis$; and insert an "x" in the third 
column, and now, the total of that column becomes 3 instead 
Of 2. Do you wish me to read those figures? 

THE CHAIRMAN: No, it is not necessary. 

WITNESS: Nor the distinctions? 

THE CHAIRMAN: No. 

THE WITNESS: Five chambers have approved the brief, 
but with the following qualifications: 

"(a) Mont-Joli - at a general meeting ‘Reserves set 

| . up for sooial purposes should not be taxed,! 
(b) Gaspe-Nord - at a meeting of the Board; 
Jonquiers - at a general mesting; 


Marieville - at a general meeting; 
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"tOnly profits made out of sales to non-members should 
be taxed.' | 
"(o) St. Joseph de Beauce - at a general meeting 
"tThat the tax be imposed on reserves and on profits made 
by the cooperatives on sales to non-members only,' 
sa 


ee = 


"10 Chambers have disapproved the brief, 


Meetings 
of the 
of the Exeucutive Board General 
Le Amgui x 
Cabano 

2e Contrecoeur | x 
Se Saguenay county xX 
4. LtAnnonciation x 
Se Matane x 
om Que bec-Montmorenay . x 
7e St. Pascal Xx 
8. Sayabec x 
Shawinigan Falls 

ra 4 4. 


em 


"S chambers have decided not to cxpress their opinions: 


Levis ' x 
1. Nicolet x 
®e Mont Laurier x 
Se Ste. Agathe des Monts x 
4. Ste Marie de Beauce parce x 
1 1 3 id 


At page 7, beginning with 47 chambers did not make known their 
Opinion", the figure "47" must be changed to "42" and we 
must delete number €£, "Cabano", number il, "Farnham", number 


19, "Levis", number 42, "Shawinigan Falls,"and number'"44," 


ey Set Nt rweapidi wool | * . a 

i . ; a” Zia Y e a 

ay ah gee oT ‘a 3c ne re iS ari ate) a a 
3 | i Fs ne ie 


— 


’ 
i a ; . 7 7 
I z s 3 i . Sean a i dah S ash ad - 
; + ; ie ‘ : oe mi 7 ra Y if a. 
divs oe R ee 
: 1% on “s ? 
Fae <. H —_— 
‘ sy 
coo i * @: 
a ai tt ant: 
2 van ey Bod ‘ & ae | 
_ ——aaas + prs 8 ae H 
> aay ae + , ems? SS - re a fica he ta e 
ey FS ’ ~ i a e a 
c chitha cy bd 


pats 7 eee eee ee pled uy 

a, ia : ‘ oy ae “ale | rejehat Pe ig oP ed 
ne Peeentt Sor? seat, o 6) Loe we BEL, eRe ee: La 

'- : ect ie taal 


a - ‘ 
—_ oy i 
a “44 N f ea 
iy é\ ’ aS ‘ bay ps ‘ af ae, « Hee 
‘? , a ce ce 
ae Po aa ae hice at Ste 2 ie 
i a Ree a . Katee a ; is) Ar 
a ai ‘ : ““ 4 o 
a Bee en ak eb oe ve : : P a 
0 2G aes be 2A te ecu) CUR TE ee ane 
‘ ip ; J : s : ae eee ame ere ee t, Cae. he 
: a Oe 5 rs y f one ac ‘ : 7 = 
, au iy er ‘ a ony e 7 
| ¥ : ; Yn me oe si mA: nae as 
2 a CF 
FL RUSE wee ye So p ve ’ 
. ek ag 6 RMR Se ae 
ae 6 re m - eS + 
; 2 ’ ~— q : glad Pig eas ee 
al get Coe ce -a? {A ag 
7 vA 7 Ce ne a wee le 4 a A 
ry ore ee ae ees Ty » M, Wes x - 
” 2 eget tase m ees ee A s 


»~ Poa ith ated FEO are Geter ines ts : 
Da hay eo. af fou °°, OWL es aetna hare 
a | 7 | bd ba ’ “— = 


A tiie) 2 aired ttt gf Ley Paeeey., ate Seda 
Beer seievt baw PLEN Lins nim. concen is 


~~ 


-5512= (Translation) Mr. Latour 


"Trois Pistoles", Therefore, I repeat, in order to check 
corrections: figure "47% 4s changed to figure "42", the 

word "Cabano", which bears number 9, is deleted; the word 
"Farnham" which bears number 11, is deleted; the word "Levis" 
which bears number 19, is deleted; the word "Shawin' gan Falls" 
which bears number 42, is deleted and the word "Trois Pistol- 
es", which bears number 44, is deleted, 


42 chambers did not make known their opinion: 


"1. Amos 24. Plessisville 

@e Baie des Hat Hat £9¢ Richelieu - St. Mathias 
Oe Bedford 264 Rigaud 

4. Belosil 27.6 Rimouski 

De 26. Riviere du Loup 

6. Cap de la Madelaeine 29. Rouyn-Noranda 

7 Chandler 50. Ste-Adele 

8. Charlevoix-Est Sle St. Damase 

9e Charlevoix-Ouest Be. Saint Eustache 
10. Soulanges (comte) Ode Saint Hilaire 
ne 54, Saint Hyacinthe 
12. Fort Coulonge 55¢ Ste Jean Baptiste de 

Rouville 

13. Gaspe 56e¢ St» Joseph de Drummond 
14. Gracefield S76. Sta JOvite 
15. Granby SEe Saint Pie de Bagot 
16, 59, Saint Romuald 
17. Iberville 40. Saint Sauveur des Monts 
18. Kenogami 41. Saint Tite 
19, 426 

20. Longueuil 436 hetford Mines 

2l. Maniwaki 44, 

22-6 Montmagny 45. Victoriaville 


23. Montreal Board of Trade 46. Ville-Marie 


47, Warwick." 
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Now, let us take page 8. I apologize for making such changes 
butthey are last-minute changes and there shall be no other: 
THE CHAIRMAN: Have you cheoked these two pages? 

THE WITNESS: Yes, therefore, at page 8, I read as 
follows: 

"As the by-laws of the chamber of the province stipu- 
late that the opposition of-one third is sufficient to 

prevent a declaration and that only eight chambers re- 

presenting less than one third objected, this brief 

represents officially and regularly the opinion of the 

chamber of the province of Quebec," 
The procedure followed in order to obtain this result is 
Outlined as follows: in the first place, we sent question- 
naires to all chambers in the province of Quebec, containing 
three questions: "Do you approve the present brief?"; 
second question: "Do you disapprove of said Brson's: 
third question: "Have you any observations to make in the 
Statement with regard to taxation?" 

Then , we have asked the President and the Secretary of 
each chamber of commerce interested to Sign the statement and 
tc advise us whether this statement had been obtained foliow- 
ing a meeting of the council or a general meeting. Such, 
therefore, is the analysis of the work done. 

Now, there is page 9 entitled "Breakdown of the Brief", 
If it may please you, we shall start at page 10 which 
besins by the word "Introduction", I read; 

"Prior to the war, when the taxes levied were relative- 
ly dba abate the privileges granted to cooperatives were 
less apparent and their consequences could pass unnoticed, 
At the present time, the mode of distribution of state 
impests between t°xpayers capable of bearing them is 


closely scrutinized. The reaction is natural: the burden 
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is heavy and an attempt is made to lighten it on the one 
hand and on the other hand to distribute it equitably. 

"It is certain that if the tax did not bear on joint 
stock companies, nobody would think of asking that co- 
operatives be taxed. Cooperatives and ordinary enter- 
prises would be on the same footing in the matter of tax- 
ation. Only the individual would be taxed. It is the 
system that would involve the removal of the double 
taxation of the enterprise and its owner. 

"The Chamber of Commerce of the province has no quarrel 
with the cooperative movement. The chamber reproaches it 
with nothing; it asks it to assume its share of state 
imposts to pay its share of the services of which it 
benefits. 

"At the present time, exemption of cooperatives from 
taxation appears to many as a kind of injustice. For tho 
ordinary business man (entrepreneur) the situation is 
painful. The business man must submit to economic lews. 
He must satisfy a need at a price such thet the consumer 
finds it advantageous to avail himself of his services, 
Should he not obey this inexorable law, should he commit 
an error of judgment, he will disav=pear. His efforts 
will have been purposeless. His capital: this setting 
aside at the price of sacrifices, will be lost. If he 
succeeds, he will have the profit as remuneration. It 
will be the reward of a service rendered. Acceptance of 
his services at a price that satisfies him and the con- 
Sumer is the outcome of his work. This price is made 
up of the cost of the service, the profit and the tax. 
Should one of these elements weigh too heavily, the 
business man will have to step aside. The action of the 


business man on the cost of the service is fairly limited, 
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"On the profit his action is limited by the extent of his 
risk and the competition with which he has to contend. 

As for the tax, he is powerless. [In these times, the 
business man is convinced he works for the state coeeevane 

if even he could believe the situation is only temporary 
eeee if he could constitute for himself reserves of adequate 
security? At least forty per cent of his profits, soretires 
eighty per cent, are taken by taxation. However, a 

form of enterprise has taken shape alongside. Outwardly, 

it has all the characteristics of en ordinary enterprise, 

It obeys the same economic laws. It competes with it «cece 
and the state exempts it from taxation. 

"Your competitor benefits by a reduction of his 
operating costs because of a legal formula. Your competitor 
ensures his security by setting up for himself reserves 
which are, up to a certain proportion, denied to you, and 
by this fact improves his return. 

"Because gous penpeLiter is exempted from his share 
of state imposts, your burden is increased proportionately. 
On the one hand, by reason of privileges, the cooperative 
sees its field broadening more and moree On the other hand, 
by reason of these same privileges, ordinary enterprise 
sees its imposts increasing constantly while its field of 
activity is narrowing continually. Let us carry the 
argument to the extreme point and one finds that ordinary 
enterprise has disappeared and the state must turn in 
other directions to sesoure the funds required for its 
services e.ee(this is at page 13) unless the citizens 
see their community needs satisfied by the social advantages 
of the cooperative? 

"Admitting th cooperative thesis to the effect that 


there will always be people who will not be cooperators 
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and for the purpose of restoring the balance between 
ordinary enterprise and the cooperative, we submit in the 
pages that follow the reasons motivating our opinion to the 
effeot that any enterprise engaged in the conduct of parall- 
el operations in Canada should be treated in the same manner 
by the state in respect of the income tax." 
continue now with page 14: 
"Cooperative Principles 

"While the ordinary business man offers his goods and 
servioes with the hope of earning a return, the cooperative 
offers goods and services with the hope of passing on this 
return to its patrons or users who are its members, 
Cooperatives are associations of persons which aim at 
Securing goods or services for themselves without the help 
of middlemen. These associations comply with certain TULES , 
the principal ones of which are the following: 

"*Distribution of profits in the ratio of the 
volume of business of the members; 
‘Freedom for everybody to join a cooperative 
or to withdraw therefrom; the number of shareholders 
not being limited; 
"One man, one vote} 


"Cooperative education of members, 


Lai 


Organization and Business Methods 


"In the province of Quebec, cooperatives are incor- 
porated generally under the Agricultural Cooperatives Act 
or the Cooperative Syndicates Act, They can also (and 
turn to page 15) be incorpcrated under a special act 
or the Companies Act. 

"In one case as in the other, the members of a 
cooperative, like the members of a capitalized company, 
are responsible on.iy to the extent of the capital they 


have subscribed. 
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"The cooperative constitutés by this fact a moral 
person distinct from its members. It is admitted that it 
can incur losses, certain cooperatives have, as a matter 
of fact, failed. It follows therefore that it can also 
make profits. 

"The commercial operations of the cooperative are 
conducted in exactly the same manner as those of an ordin- 
ary enterprise carryim on the same business. It is 
particularly the manner in which profits are distributed 
that distinguishes the cooperative from the capitalist 
enterprise, _ The joint stock company, after creating 
necessary reserves, distributes its profits to stock- 
holders proportionately to the amount of capital stock 
held by each of them. The cooperative too creates out 
of the profits it makes the reserves it deems useful. Tt 
remunerates the capital invested at a nominal rate and 
distributes the balance to its members in the ratio of 
their transactions. It is proper to examine very attentive- 
ly this disposal of profits in the form of patronage 
dividends, reserves and of remuneration of capital in order 
to determine if a distribution of profits is involved, 

"The joint stock company after creating necessary 
reserves distributes its profits to stockholders proportion- 
ately with the amount of capital stock held by each of them, 
The cooperative too creates out of the profits it makes 
the reserves it deems useful," 

And now, on page 16: 

"It remunerates the capital invested at a nominal 
rate and distributes the balance to its members in the 
ratio of their transactions. It is proper to examine 
very attentively this disposal of profits in the form of 


patronage dividends, reserves and of remuneration of capital 
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in order to determine if a distribution of profits is 
involved. 
Patronage Dividends 

"The cooperative aims at enabling its members to 
dispose of their goods or securing for them services or 
goods without resorting to a middleman. It claims it dis- 
tributes the middleman's profit between the cooperators 
proportionately to their volume of business, 

"To do so, the cooperative proceeds in two ways: 

1. Sells to its members and/or purchases their 
products at the current price and makes a price adjustment 
at the close of the year in the form of a patronage di- 
vidend, or else 

ee Sells at a lesser price to its members and pays 
them a price in excess of current prices" 

Page 173 

"This latter method is not very popular with cooper- 
atives. Yet it would enable the public to realize immedia- 
tely the advantages of the cooperative, if there is an 
advantage, and would cause competitors to readjust ttéeir 
prices, if needs be, something that would be profitable 
to everybody. It would be unquestionably a social | 
advantage that would not be limited to cooperators only. 

"The cooperative prefers doing business at the 
current price and granting a patronage dividend to its 
members. 

"The inconveniences invokwd in not following the 
current price in sales, one can read in a propaganda 
pamphlet on the cooperative (1) are numerous. The most 


grave incomvenienoes lie perhaps in exasperating trade 


and practically devriving the cooperate of the faculty 
of selling to the non-cooperator public. Unless there 
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were two prices, which should not be, the same advantage 
would be given to non-members as to members wee . 

The sale at cost price deprives the cooperative of the 
financial means of achieving one or the other of the 
objectives assigned to it: individual or collective saving, 
works of solidarity or propagandae On the other hand, the 
sale at the current price makes provision for the selling 
costs and the other charges of the organization. It makes 
possible the payment of larger patronage dividends and 
constitutes by the very fact an excellent means of propa- 
ganda. It permits the increase of reserves and surplus 
earnings and helps the undertaking to free itself financi- 
ally. 

"(1) Agricultural cooperative (organization of 
improvement) by J. L. Descoteaux, Romeo Martin, Raynald 
Ferron, Department of Agriculture of the province of 
Quebec, 1943, page 98." 


Now on page 18; "The worst drawbacks of selling at cost price 


according to the cooperators, would be: 

"1, To exasperate trade 

2e To deprive practically the cooperative of the 
faculty of selling to the non-cooperator public. 

"Supposing that the cooperative could exasperate 
trade by selling at cost price,that could only compel the 
latter to readjust its prices which would profit everybody, 
save perhaps the cooperative which would lose an excellent 
propaganda argument. 

"If the cooperative could, without being exempted from 
taxation, sell more cheaply than its competitors, that 
would not be exasperating in any way; what is exasperating 
is that it can do so because it benefits by preferred 


treatment in the form of tax exemption, 
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"As for the second drawback mentioned by the co- 
operative's propagandist, that of being unable to sell 
to the non-cooperator public, it is more than the first 
a purely commercial argument which proves that the co- 
operative does not wish to restrict its operations to 
its members only. 

Page 19: 

"The cooperative derives from transactions with 
non-members profits which undoubtedly are like those of 
ordinary capitalist enterprise. The leaders of the 
cooperative suggest that the profits made on transactions 
with non-members be utilized for the creation of reserves. 
Whether profits thus earned are applied entirely to the 
reserve or not, they reduce the portion that should have 
been levied on patronage dividends resulting from oper- 
ations with members and permit of the increase of the 
patronage dividend in the same proportion," 

Page 20: 

"Therefore, the patronage dividend includes indirect- 
ly a portion of the profits made with non-members. For 
it to be otherwise, it would be necessary either that the 
cooperative should do business with its members only, 
or that it grant the same patronage dividend to all its 
patrons, shareholders or not. Here is the principal ques~ 
tion with reference to the patronage dividend: is the 
patronage dividend a distribution of profits? In our 
Opinion, the patronage dividend paid in money within a 
relatively short time after the close of the financial 
year can be considered as an expenditure on the same 
grounds as the discount granted on the volume of business, 

"We believe the cooperative tacitly pledged itself? 


with its cooperator clients to grant them a price 
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reduction in the form of a patronage dividend. Thus, the 
patronage dividend is in a manner a clause of a contract 
and must by reason of this fact be considered by the co- 
operative as an expenditure. By virtue of this tacit 
understanding, the cooperator expects that the cooperative 
after making provision for its own needs (reimbursement 
of expenditures incurred, setting up of necessary reserves, 
return on capital) will return to him in proportion to 
his volume of business the profits secured on his trans- 
actions," 

And now page els: 

"We looks upon this patronage dividend as a price 
adjustment and it is probable that without this hoped for 
patronage dividend, he, the cooperator would not have 
become one. 

"Certain cooperatives have made a habit of declaring 
a patronage dividend part of which is paid immediately 
while the other part will be paid at a later date and 
represents because of that a loan by the cooperators to 
the cooperative. | 

"We believe that that would be, if the cooperative 
were exempted from the income tax solely on the patronage 
dividends paid to its members, a way of evading the act. 
This part of the patronage dividend that is not paid 
in ready money, may be likened to a distribution of 
profits rather than to a discount on the transactions, 

As a matter of fact, the cooperative undertakes to remit 
to its members the surplus on the year's operations it 
still has in hand after having provided for its own. 
needs. One must therefore believe that the cooperative 
which borrows to pay its patronage dividend has not made 
provision, out of the profits made, for all its needs, 


and that it distributes part of its assets. With this 
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method, the cooperatives could forego setting up the reser- 
ves they need and which in certain cases constitute (and I 
continue on page 22) accumulations of profits. The same 
argument can hold for the payment of the patronage dividend 
in the form of a share of the cooperative. 

"Reserves 

"A serious commercial enterprise must constitute 
reserves for itself out of its annual profits. Some of 
these reserves (reserves for depreciation, for doubtful 
debts) are admitted as expenses for income tax purposes, 
while others are not. Whether they are or not, these 
reserves are nevertheless considered indispensable. The 
enterprise that would only set up the reserves admitted 
as expenses for income tax purposes would run the risk 
of facing bankruptcy with the onset of the slightest crisis. 

"The cooperative like ordinary enterprise sets up 
reserves for itself. However, thanks to the special 
status bestowed upon ene none of these reserves, be they 
contingent or not, is subject to the Income Tax Act. The 
cooperative can by reason of this exemption set up for 
itself considerable reserves which enable it not only 
to cope with contingencies, but also to progress. . In the 
meantime, private enterprise seeing its profits largely 
taken by the treasury, at the rate of forty per cent to 
eighty per cent, as the case may be, cannot think of the 
future. 

"Tax-exempt reserves accumulated by the cooperative 
are of the same nature as the taxed reserves of capitalized 
companies. With the cooperative as with the sompany, 
those reserves belong to the shareholcers and not to the 
clients in the ratio of their purchases, 

"Section 39 of the Cooperative Syndicates Act of 


Quebes specifies in fact that such reserves will only be 
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distributed between the shareholders and auxiliary members 
in the event of dissolution. section 29 of the same act 
specifies that in the case of credit syndicates the reser- 
ves will be distributed in the event of dissolution to 
benevolent undertakings designated by the Licutenant- 
governor in council. This section of the act shows that the 
reserves do not belong to the cooperators as patrons 
of the cooperative and are not of the same nature as 
patronage dividends." 

And that brings me to page 24: 
"Return on Capital 

"The return on ordinary or preferred capital stock 
in a@ cooperative society is generally limited to a 
nominal rate of interest. This return on capital ts sub- 
jected, however, to the profits of the cooperative and 
there is no doubt that it must be considered as a dis- 
tribution of profits. 

"Conclusions; 

"The cooperative must be taxed because it is an 
organization pursuing an economic end and which, though 
that is not its main purpose, derives a profit from 
transactions or at least from certain transactions it 
makes, When it deals with non-members, or when it gets 
an income from its investments, for instance, the 
cooperative undoubtedly makes profits. Even on transa-— 
otions with its members, the portion of the pretits it 
¢oes not hand back to its members in the form of a 
patronage dividend constitutes a profit for it; this is 
clearly the case with reserves, surplus earnings and the 
return on capital," 

Page 25: 


"The cooperative must be taxed because it constitutes 
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an economic regime that tends to substitute itself in 
part at least for the capitalistic regime and which, to 
the extent that it succeeds, either decreases the revenue 
of the state or else increases the burden of taxes which 
ordinary enterprises and the other taxpayers must pay. 

"The cooperatives must’ be taxed because it is not 
just that it may be able, out of its profits exempt from 
taxation, to set up for itself reserves which give it a 
marked advantage over heavily taxed capitalistic enter- 
prise. The purpose of the nonneactae is to cause a 
lowering of the price of goods and services; if it does 
so only to the extent that it is exempted from taxation, 
its intrinsic value is questionable. Any enterprise exempt- 
ed from the present tax cam lower its prices. 

"The cooperative asks to be exempted from taxation 
because it is useful, because it is, in the case of the 
agricultural cooperative, a service org@nization or again 
because it educates its members, Without denying any of 
the parts played by the cooperative, we believe that they 
do not constitute sufficient reasons to exempt it from 
taxation, Ordinary enterprise too is useful: certain 
ordinary enterprises which neither buy nor sell on their 
own account (security brokers, commercial brokers, public 
SanGiNBTee. etc., ) many commercial enterprises also 
undertake the education of the public on the use of their 
products and advise their customers on the way to use 
them» 

"Recommendations: 

"For the reasons set out in the preceding pages, the 
chamber of commerce of the province of Quebeso recommends: 

"lL.that from the standpoint of the income tax ana 

the excess profits tax, cooperatives be considered 


like joint stock companies}; 
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"2, that patronage dividends or discounts distributed 
to the patrons of an enterprise (coopsrative or not} 
in proportion to their volume of business, provided 
they be paid in ready monev (or at least within a 
reasonable time), be considered as an expense." 

And thus is the situation revealed by our inguiryo 

BY MR. BROSSARD: 

Qe Mre Latour, I understand that a survey of cooperatism 
has been undertaken by two committees of your chamber one 
constituted in 1943 and the other in 19449? 

A. Yes, sir, 

Q. Have these surveys been conducted from the same 
point of view? Has the 1943 committee taken up the question 
of cooperatism from the point of view of taxation? 

A. I shall have to be guided by my memory in my reply, 
and it may happen that an inquiry may be necessary in order 
to be more accurate, but I believe I reflect faithfully the 
trend of the debates which took place in 1945, if I tell 
you that this has constituted...... in the first instance, 
during the year 1943, there was some dissatisfaction in 
regard to cooperatives and then it wes decided in order to 
dispel that dissatisfaction, in order to, at least as far 
as I am concerned, create friendly relations between 
cooperatives and private enterprises, it was decided, I say, 
to form in Quebec a committee composed of from fifty to 
sixty persons. This committee was Simply instructed to give 
an Opinion, or rather a direction to the provincial chamber 
as to the official attitude to be taken by the latter towards 
cooperatism. On this committee were Fether Georges Henri 
Levesque, president of the Superior Council of Cooperation 
and many other members of the Superior Council of COOpelavivay 
because it was our intention that every one who could be 


interested in this question should be present and should have 
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the opportunity of giving their opinion. The debate was 
most calm and most moderate although generally interesting. 

Finally, the committee decided, in its report, ina 
general mecting, that cooperatives were excellent and 
that such or such cooperative, whose names I cannot now 
recall by memory, should be recommended but that, on the 
contrary, the question of taxation should be more particular- 
ly investigated; and secondly, the question of business 
transactions with non-members. Such is the trend of the 
report which was presented to the general meeting. 

Qe Then, as far as the surveys undertaken by this first 
committee, no final decision was reached with regard to the 
attitude that the chamber of commerce should take towards 
the cooperatives in question? 

A. The committee did reach final conclusions and did 
recommend to approve of a certain class of cooperatives 
and to investigate, however, two or three special problems 
concerning cooperatives, but, at the general meeting, this 
was blocked, 

TUE CHAIRMAN: Q. You were unanimous in recommending 
that certain classes of cooperatives should be approved of? 
Ae Yes, the committee was fairly unanimous, but at the 
general meeting, that was blocked. 

BY MR. BROSSARD: 

Qe So the report of the first committee was blocked 
at the general meeting? A. Well, that is to say that a 
change was made. 

Q.- That matter was deferred for consideration? 

Ae That is right. 

Qe. And this is the result of that first consideration? 


A. Yes, exactly. 
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Qe You said a little while ago that there was some 
dissatisfaction among the members of the chamber with 
regard to the conperatives? A. Yes, sir. 

Q-¢ In what respect? Ae With respect to taxation, 

Q. That was the chief complaint, that matter of tax- 
ation? A. Yes, that was the chief complaint, 

Qe What were the cooperatives which met with the 
unanimous approval of the chamber? 

A. Of the chamber, well, there were not any. 

Q. I am not asking you to give us the names of the 
particular cooperatives, but what was the character of those 
cooperatives? Ae I told you a moment ago that the committee 
had decided to recommend certain cooperatives, but that the 
gemeral meeting did not agree, and the amendment made by 
the general meeting was to transform or change the word 
"approve" into the word “consider", 

Qe Then, it can be said that up to the end of 1943, 
amongst the Federation of the Chambers of Commerce, there 
was not only a lack of unanimity, but even a great difference 
of views with regard to the attitude to be adopted towards 
the cooperatives? 4. Quite right. 

Qe And in 1944, you appointed a new committee? 

Ae Yes. 

Qs Which also made its report, after considering the 
question, at the general convention, to confirm it? 
A. YesSe 

Qe Were the findings or recommendations of that 
committee approved unanimously? A. They were approved 
unanimously by the meeting. 

Q. What were -xactly those conclusions? A. The meaning 
of those conclusions? 


Qe The meaning of those conclusions? Ae The meaning 
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of those conclusions was that the cooperative had to be 
placed on an equal footing with the ordinary private 
enterprise in the matter of taxatione 

Q. It is after the report of the committee was 
carried that you were requested to prepare a brief? 

A. No, a Royal Commission had not been authorized at 
that time, then it was later; the decision of the Federation 
of Chambers of Commerce is anterior to the appointment of 
the Royal Commission of Inquiry on Cooperatives. 


Q. You prepared your brief in or around February? 


Q. Would you please tell us when you communicated this 
brief to the vurious members of the Chambers of Commerce? 

A. We are still receiving replies every day, and as 
a matter of fact, this is the reason of the corrections 
I have just given you. 

Qe This is why I am asking you this question, because 
I have noticed that since you submitted your brief to the 
Royal Commission of Inquiry on Cooperatives you have received 
five other replies? 
Ae Yus, sire 

Qe So it is possible you may receive more? 

Ae Well, the mumber-chambers have already had from 
three weeks to a month's time to replye 

Qe In your request to the member=chambers, did you 
call their attention to the need and the advantages for 
them to send you a reply, whatever it may be? Ay 16 
was this way, we sent them a letter referring to the brief, 
and in our letter we made no attempt to influence their 
decisions, but we said this: “We consider that this 
question is important, and in fact, should less than on~- 
third of the chambers be opposed to the brief, the brief 


shall be deemed approved.” This is in accordance with our 
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by-laws, 


Qe But you made that remark in the circular letter you 
sent to the member-chamber s? A. We sent two letters in 
order to get two replies, 

Qe You didnot tell them that if a chamber did not reply, 
its abstention might be considered seesee. A. Now 

Qe AS an avproval of the brief, 

Al No, we drew their attention to the by-laws, we did not 
tell them that their silence would be considered as an 
approval, and we do not pretend it is either, 

Q» Can it be taken for granted or not, as regards the 
forty-two chambers which expressed no opinion, either that 
they are not interested or should itbe taken for granted 

that fact is favourable or unfavourable to your brief? 
A. That is a question of personal Opinion; I can give you my 
personal opinion, but I cannot say anything definite. 

Qe It may be valuable, 

A. Well, it is due to the fact, from what I noticed 

in some places I visited personally, that certain chambers 
expressed no opinion because they were afraid of reprisals. 

Q. They were afraid of reprisals from whom? 

A. From the cooperatives, because, you see, quite a 
number of those chambers are located in small districts; 
in fact, most of those which did not answer are located in 
Small rural districts, and they were perhaps in a position 
which made it difficult for them to speak their mind, And 
they are made up partly, I believe, of farmers, former farmers, 
retired gentlemen, merchants, farmers and people like that. 

Q. And that would be the reason why a good number of the 
member~chambers of the federation refrained from revealing 
their opinion to you‘ A+ I think so; you sce, it is because 
Some chambers of commerce, the membership of which is mosily 


made up of farmers, were in favour of cooperatives, and the 
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merchants were against, naturally, but just the same, the 
merchants did not want to lose the farmers! trade. 

Qe Among the twenty chambers which approved the brief 
without any remark, do you know if the members of these 
various chambers were unanimous about it? 

A. I could not say, I have no figures on it. 

BY THE CHAIRMAN: 

Q. The interest shown was very general? A. We tried 
to raise a very wide-spread interest, and it is chiefly after 
the Chamber of Commerce of Montreal had submitted its brief 
before the Commission that we decided to get people interested 
because there had occurred transgressions we did not like. 

Qe At any event, out of the eighty-two chambers, only 
thirty-five have expressed their opinion? A, Yes. 

Qe And five have stated they wished to abstain from 
expressing an opinion, and the balance of forty-two chambers 
Simply did not reply? Ae Yes. 

BY MRe BROSSARD: 

QO. And yet, in your list of forty-two chambers, I 
notice Rouyn, Noranda, I am under the impression they sent 
you their opinion? A. No, it was Val d'Or. 

Q®. Oh, excuse moe, it is La Sarre? Ase Yes, it is La 
Sarre which sent us one, yeS. 

Qs. Are. these member-chambers of your federation? 
A, Yes; sir. 

Qe From the consensus of opinion expressed by your 
member-chambers, it would follow that there is a split in the 
midst of the federation on that matter? 

A. Well, it is an expression of opinion of the majority of each 
of the interested chambers, and it is the official cmsensus 
of the federation. 
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Q. When you speak of official expression of opinion 
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of the Federation of Chambers of Commerce of the province 
of Quebec, does such a decision actually represent the 
opinion of the majority of your members? A. We have seen 
the Liberal Party in the Province of Quebec polling the 
majority of the votes and yet not holding office. 

Q. What you have just said is one of the reasons of 
my question; precisely, you have the majority of your members 
who tacitly have expressed their approval, but I would like 
to know if their number corresponds actually to the majority 
of your members? Ae I could not go as far as that, truly 
that would be going beyond my mandate. 

Qe Would you heave any objection to file a copy of the 
constitution and by-laws of your Chamber of Commerce? 

A. Not at all. Would I be allowed to add one word, 
gentlemen, please? 

Q. GO One A. The constitution and by-laws of the 
Federation of Chambers of Commerce are so established that 
they protect the minority; as a matter of fact, one third 
of our chambers opposed to a certain matter is sufficient 
for its non-adoption; this was done in order to off-set the 
undue influence of the large centres with regard to the small 
centres, we have tried to neutralize such an influence by 
giving the right of veto to a minority of one third of the 
chambers. 

Qs Then am I right when I say that the chambers establish- 
ed in the large industrial centres were favourable to your 
rerommendetions? A. In my opinion, it is an interpretation 
we have no right to give. 

Qe On page 11 of your brief, you state among other 
things: "The price is made up of the cost of the service, 
the profit and the tax"? A. YeSe 


Q. Is that entirely true, Mr. Latour? Ae I would 
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like you to show me the contrary. 

Qs When you set the sale price, do you take the tax 
into account? Ae Absolutely, it must be taken into account. 

Q: For what purposes? To determine the amvunt of profits 
to be realized? <A. With the system of “excess profits" we 
how have, it is interesting up to a certain extent, because 
it is possible to determine what will be the average total 
profit, above the said amount it is not interesting for a 
business man to try and realize profits. 

Q. Have you to take the tax into account for the 
setting of the sale price? #, Y6s, for the volume of 
business. 

Q. For the volume of business and indirectly for the 
net profit that the enterprise may realize? 

A. Well, I would make one distinction, I said, I say 
that, in political economy, the sale price, the prices that 
one is requested to pay have to be determined in advance. 

In political economy, the sale price is determined by the 
necessity of survival of an enterprise; that is established 

by its expenses, the profit that one has to realize to 
survive, so that it is worth while to maintain the enterprise; 
however, it is not the physical price asked, the price must 

be in accordance with the value of the services rendered and 
it must be a price that is satisfactory in relation to the 
work. 

Qe It is to that price thet you refer, it is in that 
price that you include the tax? A. Yes, it goes in 

mathenatically, you do not figure it in advance, but it is 
included. 

Q.- It is part of it after the sale, not before? 

A. Exactly, we did not say that .t was part of it 


before the sale. 
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Q.- But it is after the sale that the tax is part of the 
price? Ae Exactly. 

Q- But you ccula just as well sell your goods without 
taking thet factor into account, if you were not interested 
in advance to the net profit that you may realize? 

A. No, it is impossible, it is not taken into account, 
but in the nature of things, in the essence of things, it is 
what makes one thing what it is, so in the price of an 
article, the-tax is part of the essence of the price, it is 
one of its components, it is one of its components in the 
matter of taxation. 

Q. Mr. Latour, if youwould eliminate entirely the 
profit factor and take into account only the cost of the 
service? As. Yess 

Q.- Would the tax be taken into account? Ay Yes, 
necessarily. 


Qe YOu have taxes generally and the income tax? 


Q. On page 11 of your brief, when you speak of tax, you 
do not refer to income tax, you speak of taxes in general, 


all sorts of taxes? As Yes, 


& 


« In a general way? A. Yes, of all sorts of taxes, 
referring to political economy ea. 

Q.- But you include also the income tax? A. Exactly. 

Qe What I would iike you to admit is this: Is it possible 
and it may be true that income tax is a constituent element 
of the sale price ... A.slt is a posteriori. 

Qe eee that you take it into account before the sale 
only pari passu wit? the profit tc be realized? 

A. Well, it would depend on the nature of the enterprise, 
that question could be discussed for hours and days without 


coming to an agreement, it is a question of enterprise and 
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of allocation of cost of service, for it is admitted, in 
business, that a lower price is asked or may be asked for a 
service which in se is more expensive; it is a question 

of equilibrium, that has been admitted for a long time. 

Qe And, generally speaking, it is true, in political 
economy, that the tax is included in the price, but 
a posteriori only? Bice Exactly. 

Qe Now, on the same page, you say: "In these times, 
the business man is convinced that he works for the state? 

A. Yesi 

Qe I suppose we ¢ould replace the word "state" by 
"publié weal", it is the same thing? A. If you want to, 
it is the state, for the community, if you prefer, for the 
public weal, for the community, I would prefer that expression. 

Qe May I add that you admit that private enterprise 
has a@ social function to fulfil, also, in saying that. 

Ae YeSe 

Qe On page 12 of your brief, I find the following 
general assertion: "That the cooperative competes with private 
enterprise? A, Where did you say it was? 

Q. On page 12, at the second paragraph, you says 
"However, a form of enterprise was set up alongside. In 
appearance, it has all the characteristics of an ordinary 
enterprise. It is submitted to the same economic laws. 

It competes with it". Could you tell us to what extent, in the 
province of Quebec, as you are speaking on behalf of the 
Federation of Chambers of Gommerce of the province of Quebec, 
cooperatives compete with private enterprise? 

A. It is a mat’er of type, that will have to be 
analysed: I know that in certain fields, cooperative is 
gradually becoming a trust, and I could juote one example, 


the butter and cheese factories in the province of Quebea, 
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They have exceeded, I think I can give you the figure by 
memory, Sixty per cent of the total production; it is a 
tendency, an increase over a period of ten years, which is 
ever increasing, it is a very importent factor. As a matter 
of fact, you see that our butter and cheese factories, more 
often than otherwise, are in the cooperative field, it is an 
elimination process, the private enterprise is eliminated. 

Q. But, did such an elimination of the private 
enterprise result from the unfair competition of cooperatives, 
or is it due to the fact farmers and producers simply did get 
together, did organize cooperatives for the sale of their 
products? A, I believe that is really to the advantage 
of the farmers of the province of Quebec that cooperatives 
have done so. 

Q- Is the elimination of the private enterprise due to 
the cooperative methods used, or was that done on account 
of one possibilivy, as far as cooperators are concerned, the 
possibility of selling their products at a better, at a higher 

price, as the case may be? A. In political economy, when 
one agency replaces another agency, it is because it was 
necessary; if there is no need for it, there cannot be any 
agency, now, this need results from an unfavourable state 

of things, then, if there are any advantages to become co- 
operators, either because the government gives grants, 

or facilitates the sale or provides certain advantages .o.. 

THE CEAIRMAN: Mr. Latour, would you speak louder, 
please? 

THE WITNESS: Yess I said that in political economy, 
an agency exists because it is oreated by a need in view of 
securing a better result, of attaining a better state of things, 
then the nesd for the farmers to get organized in cooperatives 


results from the fact that the governmmt, in the case of 
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the butter factories, for instance, helps them to modernize 
their butter factories, gives them grants, makes the 
inspection, gives courses during the winter months, and I 
could add, grants tax exemption; it is true that with regard 
%4O taxation, the tax element does play a vital part, at least, 
I do not think so, but it is on account of the abovementioned 
reasons that there are advantages for the farmers to organi ze 
themselves into cooperatives, 

BY MR. BROSSARD: 

Q. That is why, a moment ago, I asked you if you could 
tell us that in the province of Quebec there was substantial - 
competition on the part of the cooperatives? 

A. In that field, yes, always. 

Qe In other fields, in the consumer cooperative 
field, was there or is there substantial competition on the 
part of the cooperatives with the private business, the private 
enterprise? A. I think that in the province of Quebec, 
certain cooperatives succeeded in grouping themselves because 
the private enterprise was taking an unfair advantage of the 
situation. 

Qe Mr. Latour, have you an idea of the total amount of 
business of the consumer cooperatives in relation to the total 
amount of business of private enterprises? 

Ae Offhand, no. 

Q. Have you any idea, as far as taxation is concerned, 
what would represent the taxation of profits realized by 
cooperatives, whatever their category, on the same basis as the 
taxation of private enterprises? A. I heard the amount 
of one hundred millior dollars mentioned for the whole of 
Canada. I have not the proof of it. 

THE CHAIRMAN: As far as the province of Quebec is 
concerned, you have no figure? 


THE WITNESS: No, sir. 


~ 
’ 
<: 
- a 
Paes tae ory 
on 5 
» A r 5 MS 
as 
4 
\ : 
~~ ne 
Baye 
de s 
ay — 
‘ a i” oe 
~) . 
woe > . 
~ - ls 
“Uy 
Nae = 
ed 
tig ’ 
whe 
5 gp 
- % 
- i ad 
pers P 
J . 
. 


Phi 


. 


a 
oa 


Se, = 


-5537-- (Translation) Mr. Latour 


Q. As far as Quebec is concerned, you have no figure? 
As No, sir, 

THE CHAIRMAN: That figure of $100,000,000 was 
born in the west, Mr. Fillmore, and still remains with us. 

BY MR. BROSSARD: 

Qe In many instances, you mention profits and you 
assimilate the profits realized by cooperatives to those 
realized by private enterprise? A. In so doing, I 
commit the same offence committed by the Quebec legislator. 
because all through the cooperative acts, agricul sural 
societies act and cooperative act, they refer to profits; 
they commit the same offence, 

Q. Do you make a distinction be tween the profivs 
realized by a cooperative and those realized by private enter- 
prise? A. We do not make any distinction in our brief 
as far as patronage dividend is concerned, we state that under 
existing conditions the patronage dividend is not a profit 
within the meaning of the Income JA At 

Qe You even go further and state that provided, also, 
the patronage dividend is paid within a reasonable time, 
it should not be considered as a profit? Re & Otte 

Qe What do you mean by within a reasonable time? 

As Well, it ie like this; at a general meeting, a 
cooperative may declare a patronage dividend of "he a TOD 
instance, and state: "We will pay the members the patrongage 
dividend "X", Then the amount "Y" will ecnstitute a loan, 
and that is decided by the majority of the members, Then the 
amount "Y" becomes capital for the cooperative, and that is 
what wewant to avoid because we maintain that by doing so, 
that amount ee & profit; for there is a change of nature, 
it is no more a patronage dividend because the patronage 


dividend is an Overpayment on a surplus on operations, for a 
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certain period, for a certain year. Then if all the necessary 
reserves have been provided for and a patronage dividend ig 
declared, that means that the said amount is a surplus that 
is not needed; then if a patronage dividend is declared, 

you say I do not need this or that, but I will keep a portion 
that you will lend me. Consequently there is contradiction 
in the terms. If you say: "I may not need this for the 
present but I foresee that I may need it later on, then I 

ask you immediately for the overpayment, for the profit and 
request you to lend me a portion of the amount I am disposed 
to sive you, in case I may need it later on", Then, there 

is a change, a change of nature, it is another matter alto- 
Sethers eecce 

BY THE CHAIRMAN: 

Qe Would it not be possible to divide the patronage 
dividend into two parts; the loaned-paid part and the paid 
part? A, Well, if a cooperative deals with non-members, 
there is a profit. 

Qe Even if a cooperative is dealing with members only, 
is there not an element of profit? A. If it is not entire- 
ly distributed, yes, 

Qe For instance, the return on investments? 

A. That is profit. 

Q. That is profit? A. Y68s 

Q. And that is included in the patronage dividend? 
A. Exactly. 

BY MR. BROSSARD: 

Q. Mr. Latour, in your brief, there is criticism and 
that criticism is based on an excerpt of an article of Mr. 
Descoteaux, Mr. Romeo Martin, Mr. Renald Ferron, published 
by the Department of Agrioulture of the province of Queveu 
Is that an official publication of the Department of Agri- 
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A. I dontt know what distinction is to be made between an 
official and an unofficial publication; I know it was 
published by the Department, but cece 

Q. It was published by the Department of Agriculture? 
A. Yes. 

Q. In booklet form? A. Yes, in booklet form, and thet 
is why we assimilated it to a previous official text. 

Q.But does it express the opinion of its authors or the 
opinion of the Department of Agriculture? <A. No, not of the 
Department, at least I dontt think so. 

BY THE CHAIRMAN: 

Do sy Ow believe it is possible to break up the 
patronage dividend into those two separate elements, the 
real profits and the cost? Do you see any way to do it? 

A. From the accounting point of view it might be done, but 

I am speaking for the province of Quebec, cooperative account-~ 
ing is rather funny just now; the movement has grown a lot 

in the province of Quebec. 

Q. Though only in the last five or six years, is it 
not? <A. Yes, what happened is that cooperative promoters 
do not pay themselves big salaries; they go all over the 
province to improve accounting methods, their own accounting 
methods, and consequently they are methods which are intro- 
duced gradually; they are now at a stage where it is not 
possible to make any distinction, except roughly. 

BY THE CHAIRMAN: 

Q.- The distinction is perhaps possible? A. Well, 
it may be possible ... I want to state publicly that, 
personally, I am very sympathetic to cooperatives. 

THE CHAIRMAN: So is everybody. 

BY MR. BROSSARD: 


Q. Am I right in inferring, from some statements by 
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which you concluded your criticisnz of she article I mentioned 
a few minutes ago, that what you hold against the cooperaiives 
in their idea of selling at cost, is trying to put the 

interest of their members before the interest of the consumer? 

A, Not trying to look only after the interest of their 
members, because it is said first of all that private enter- 
prise has a social purpose, and one wants it to be a private 
enterprise, but one wants it to be social as well, so ... 

Q.- And not sell at any other price than the current 
price? A. Yes. Well, any price decrease benefits mankind. 
Q. Anyway, your contention is that up to now the 
cooperatives have been more interested in the welfare of the 

members than in the welfare of the consumers? 
A. Yes, and far from me to blame them. 

BY THE CHATRMAN: 

Qe I understand it is the moral aspect of the thing 
we must consider now? A. Yes, it is the moral aspeot; now 
that has been mentioned several times during the inquiry 
Which took place. 

Qe But the good citizens must pay taxes as well as the 
bad ones? Ae Yes, sir. 

ae No distinction should be made? Ae No, but it 
would be as well to give explanations to certain groups, for 
instance. 

Q.- I believe that all those who do not like the fact 
that cooperatives are paying no taxes, would be very satis- 
fied if, instead of being granted that tax exemption, 
cooperatives were granted every ysar a subsidy to improve 
their pesition? Ae AHL eee 

BY MRe BROSSARD: 
Q- On page 18 of your brief, you state the followine: 


"If the cooperative could, without being exempted from 
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taxation, sell more cheaply than its competitors, that 

would not be exasperating in any way; what is exaspsratit 
is that it can do so because it benefits by preferred treat- 
ment in the form of tax exemption,"? 

A. Yes. 

Qe You seem to claim by this that the cooperative act- 
ually undersells its competitors because it is tax exempt; 
is that what you mean; is it what you mean ordo you claim 
that it could, if it wanted to, undersell its competitors? 
A, The conditional mood is better, 

Qe Then how could tax exemption enable the cooperative 
to undersell its competitors? <A. This way; your tax is 
Dart Of Your: prorit,, 16° 1%. not? 

Qe Yes, it always amounts to that. A. It is part 
of your profit, and, so if the cooperator joins only in order 
to enjoy benefits, interest is the motive of all human actions 
for everybody, cooperator, merchant, manufacturer or anybody; 
so, they join a cooperative to enjoy its benefits; but part 
of these benefits is exactly to get service at lower costs, 
either through a patronage dividend or a better sale price; 
and here is what happens; if the cooperative sells exactly 
at cost, it runs the risk of endangering its existence, 
because it will have no reserve to face a crisis or an un- 
lucky transaction. A crisis, indeed, or an unluoky transac- 
tion may ruin the cooperative altogether. So the cooper- 
ative sells at the current price and has a mergin which it 
hands over to the members of its organization. But what 
will happen if a tax is imposed; if you tax the cooperative, 
if you tax it the same way an ordinary enterprise is taxed, 
well, that is so much less money it will be able to give 
its members, so much less service it will be able to rené>-~ 


its members; perhaps a truck it will not be able to buy 


tn oy 
wo A 
i 

vey 

Chase 


‘he 


: 
cy 
A C2 
‘ ‘ i 
ote 
: 
‘ 


ae 


r 


= 


-5542- (Translation) Mr. Latour 


for fetching and carrying goods, perhaps an additional 
telephone which might be necessary and which cannot be hac, 
or yet a diesel motor which could be purchased in order to 
save electric rates and which it will have to do without; 
and this is the exact position of a company; for a company, 
that is profits. 

Q- But you merely suppose that this could happen? 

A. No, I do not suppose it. 

Q- Well, you used the conditional mood a moment ago; 
you said that the cooperative could sell more cheaply than its 
competitors? A, Well, it is because it is not actually 
admitted that they sell more cheaply than the others, 

Q.- Therefore, up to now, it did not enter into unfair 
competition with private enterprise? Ae But, I do not 
claim that competition is unfair, it is competition, 
nevertheless; they enjoy advantages that others do not enjoy, 
but this is not unfair competition, because it is done openly. 

BY TH! CHAIRMAN: 

Q. It is the privilege that would be unfair? 

A. Plague on the disappearance of the privilege. 

Q. But, that is sound competition? A. Certainly, 
besides, competition is an element of our system, for if 
there is no competition, you would have a shocking abuse, 
the most shocking diotatorship. 

BY MR. BROSSARD: 

Qe On page 23 of your brief, you say this: "Tax-exempt 
reserves accumulated by the Cooperative are however of the 
same nature as the taxed reserves of capitalized companies." 

A. Where is that? 

Qe On page 23 of your brief, second paragraph: ‘"Tax- 
exempt reserves accumulated by the cooperative are however 
of the same nature as the taxed reserves of capitalized 


companies." 
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Ae It was learned at the outset shat a principle 
had been iaid down to the effect that there was a difference 
between the cooperative and private enterprise. With regard 
to the privileges that are granted to one and which prejudice 
the other, the method of distributing their profits, and so 
on; then, if this is laid down as a principle, all the other 
elements which are similar, should not be discussed. So, 
here is what happens; in order that the reserve of a 
cooperative be different in nature from that of an ordinary 
enterprise, that reserve of the cooperative should be owned 
not by ‘the cooperative but-by Mr. "¥", Mr. "X" or Mr, "Z", 


Qe But, is not that the case? A. Of course, it is 
not so, that reserve does not belong to the cooperators 
as purchasers, it belongs to the cooperative, to a third 
person, call it as you like, cooperative or otherwise, 

Q. But, it seems that the ownership of the members 
is emphasized? A. All right, as shareholders and not as 
cooperatorse 

Qe ‘AS members of the cooperative? A. As Shareholders 
of the cooperative, 

Q. But, between the shareholder and the member of the 
cooperative, you do not make any distinction? 
A. There is no distinction made, I agree that member and 
shareholder of the cooperative are synonymous; but, here 
is how it works, I am very well acquainted with a member 
of a cooperative, he is a member of the cooperative, and 
he is a member say to the extent of a fifty dollar share of 
the capital stock, but he never bought from the cooperative, 
for one reason or another, but still, he never bought from 
the cooperative, because it was not convenient I suppose. 
But, Gomes the time when that cooperative has accumulatea 


reserves, and a general meeting is called, and at this 
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general meeting, the member in question votes and receives 
from the cooperative as much as the one who buys ten thou- 
sand dollars worth, Then, that member, who never bought 
from the cooperative, but who holds a fifty dollar share, 
because he is a member of the cooperative, will get as 

a matter of fact part of the reserve in proportion to his 
fifty dollars, and not in proportion to his purchases from 
the cooperative, and in that case the cooperative has 
decided that he will have five dollars, for instance, while 
the other member who also holds a fifty doller share, but 
whose purchases amount to ten thousand dollars, will 
participate only in proportion to his fifty dollars. That 
is the basic distinction that has to be made. 

BY MR. BROSSARD: 

Q. Would you make a distinction between the reserves 
set up in the manner you just explained, and those thaw 
could be built through loans made personally by each 
cooperator in proportion to his volume of business with the 
cooperative? A. There is undoubtedly a distinction to be 
madee 

BY THS CHAIRMAN: 

Q. But, the reserves of both are capital? 

A. They are part of the capital qualitatively, but not 
as capital stock. 

BY MR. BROSSARD: 

Q. Onee more, we are coming back to our former idea; 
on page 25, second paragraph, you say: "The purpose of the 
cooperative is to ciuse e lowering of the price of goods 
and services; if it does so only to the extent that it is 
exempted from taxation its intrinsic value is questionable"? 
Ae YESe 


Qe Again, up to the present time, the cooperative 
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has not lowered the price of goods on account of its tax 
exemption? A. Listen, Mr. Brossard, it did not physically, 
as cooperators, as an individual who receives say for 
instance, for the sake of argument, two dollars and twenty- 
five cents more, but what has occurred is that that co- 
operative, by being exempted from taxation, has been able 
to distribute its capital in another way, and to buy a tire, 
for instance, a truck with which it can go directly and get 
vegetables on the market, and bring them back and sell them 
more cheaply, due to the fact that it has eliminated the 
expense, because the interesting thing for a cooperative in 
respect of consumption policy, is that it can foresee the 
volume of products it will sell, and so, it can, still by 
means of the same system, place a girl at the telephone 

to canvass customers, and thus be in a position to say: 

we need twelve or fifteen cases of tomatoes, for instance, 
but if you could not have a girl to telephone, to know 

in advance what you require, you might go and buy twenty 
cases of tomatoes, which would involve a loss. 

Q.- Then, I think your opinion could be summarized 

as follows: With regard to the amounts the cooperative 
applies to the reserve, they should be realized in the same 
way as those of the private enterprise? 

Ae Yes. 

Qe And with regard to the amounts which are not 

applied to the reserve and are distributed in any way, 

you maintain that they should not be taxed? 

Ae Except if the patronage dividend becomes a loan 

and I may add this if I am allowed: If the cooperative 
enjoys a tax exemption enabling it to reduce its prices, 
the same privilege should be extended to any other enter- 


prise so it could stand the competition. You see, normally, 
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the enterprise realizes profit and it ae at the 
beginning of.the year that provided the profit does not 
exceed five thousand dollars it will not have to pay any 
excess profit tax; then it will tell its members, if my 
turnover exoceeds such an amount, e patronage dividend will 
be paid out of that surplus. Then, for instance, it realizss 
$100,000 of excess profits, the said profits are divided 
between its members and its customers, which are members, 
evidently, instead of being given to the government, Well, 
that is not right; that is what happens and that is how 
it is possible to reduce the prices. 

Qe I come to your conclusions. A. Yes. 

Qe First conclusion: In the matter of income tax 
and excess profit tax, cooperatives should be considered 
as joint stock companies? Ae YeSe 

Q.- You agree, however, that amounts paid as patronage 
dividends should not be taxed? A. We maintain that within 
the meaning of the tax as it is now, that within the meaning 

of the definition of profit, the patronage dividend is not 

a profit and, consequently, cannot be taxed. 

Q. Then, what portion exactly of the profit of a 
cooperative would you tax, whe you ask that thee be put 
on the same footing as joint stock companies? 

A. By climinating the special provisions of the Income 
Tax Act, by striking out these sections and hy putting the 
cooperatives automatically, on the same footing as the joint 
stock companies, the former could not realize a profit on 
the patronage dividend, so that the joint stock companies 
would have the same opportunity, as the cooperatives, to 
realize profits. 

Qe So, on the one hand, you would like to raise, you 


would like to lower cooperatives to the same level as joint 
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stock gompanies, and, on the other hard, you would like joint 
stock companies to enjoy the same privileges as cooperatives? 
Ae i mean that when one interpretation of the act is given 

in favour of cooperatives, the same interpretation should 
apply to private enterprises for, as you know, certain dis- 
counts are allowed and some are not; then, according to juris- 
prudence, or what is called rulings, in certain obiege an 
exemption is allowed and in other cases it is not. 

BY THE CHATRMAN?: 

Qe Mr. Latour, you have noticed, did you not, that in 
the province of Quebec, as anywhere else, there are real 
cooperatives, what we may call genuine cooperatives, for 
there are some that are not? 

A, That is true. 

Qe You have noticed it in the province of Quebeo as it 
was noticed elsewhere? A. That is truée 

Q.- Then, according to you, what are the essential 
principles of cooperation? A. I think that the main 
principle which characterizes cooperatives is not so much the 
subscription of capital, it is secondary, because a capital 
can easily be constituted out of the purchases and patronage 
dividend, that is important; it is the representation at the 
general meeting, one man, one vote, and the redistribution 
of profit; if that is done in a democratic way. as it is 
done in a democratic country, that is to say if the best 
man is governing, it is all right. 

BY THE CHAIRMAN: 

Qe Have you ever heard of the revolving door, the way that 
the patronage dividends are distributed? 
Ae I am not aware of that, I have a certain notion, Dut «ee. 

Qe Is that what we may call a real cooperative? 


Ae No, it is not a real cooperative. 
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BY MR. NADEAU: 

Qe Would the principles of real cooperatice as you just 
summarized them, apply, for instance, to cooperatives in 
the manufacturing field? A. Certainly, and that exists 
somewhere else. 

Qe In the same way? Ae YOSe 

Qe You would apply the same principles to a cooperative 
manufacturing butter boxes, farm implements, motor cars and 
what else? <A. Certainly. 4 

Qe You would apply the same principle? Aw FS6y J 
would apply the same principle. 

Qe In the province of Quebec, what competition oan 
cooperatives institute in the farm products field, to a 
wholesale enterprise, a wholesale distribution enterprise? 
A. A serious competition. 

Qe Have you any figures showing the proportion of 
cooperatives business and the proportion of business of 
other concerns? A. We have some figures, they are almost 
complete; they show a tendency, that is all that we can 
derive, they show tendencies; we have noticed that co- 
operatives, in the farm products field, were forging 
ahead by restricting the development of other concerns. 

Qe Do those cooperatives accumulate large reserves? 
Ae Certainly, and moreover, it is the opinion expressed by 
one of those who signed the text I referred to, I could not 
say it is now, but nevertheless, he expressed himself as 
being in favour of cooperatives being real cooperatives, 
and they all agree on one point, at least, that the tax 
should be paid, that it is rational to pay income tax, but 
they insist on one point, that a reserve should be set up, 
because if there is no reserve, it is impossible to increase, 


to improve the business and it creates a difficult or even 
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a dangerous position, and then when reserves are set up 
the tax is paid. 

Q- Do you agree that a cooperative should have a neces- 
Sary reserve free from taxation? A. Surely, where the 
cooperatives are wrong is in not being specific enough 
as to the reserve; it is always the question of improvement 
of the accounting system and of the control which is defective, 
For instance, they should specify income tax, putting aside 
a reserve for depreciation of such machinery, plant or factory, 
of such and such order, but the report must show specifically, 
when there is money in the case box, a certain amount for the 
general reserve, and a certain amount for such and such 
reserve. 

Qe You maintain that that reserve should be submitted 
to a control? A. I maintain that.that reserve should be 
submitted to a control; we must agree, up to a certain 
extent, that the cooperative should enjoy income tax exemption 
for specific reserves, not as far as tho members are concerned, 
and that the amount should be specific and exact, 

BY THE CHAIRMAN: 

Qe In some provinces the amount is specified very accur- 
ately? A. Then I have no objection; I am speaking of the 
province of Quebec, 

BY MR. NADEAU: 

Q.- Cooperatives in the province of Quebec have no local 
reserves anyway? A. No, there is only a general reserve, 

Qe When you speak of patronage dividends which, in 
your opinion, cannot be taxed if they are paid in cash, 
are you thinking of the patronage dividends Which, normally, 
Should be paid to the non-members of a cooperative? 

A. The profits of these non-members are supposed to be 


taxed. 
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Qe YOu suppose that the profits made by these non- 
members are taxed? Ae Yes, because otherwise it is not 
justifiable. The text mentions that these profits are real 
profits and we conclude that it is so because we believe 
it was necessary to have it considered as such. 
Q. I am pointing this out because you do not mention 
it in your conclusions? A. No, but it is mentioned in the 
texte 
Q. What is, in your opinion, the position of a stock 
company, as regards its general reserve for development? 
A. For new enterprises, the recent ones which started 
what is commonly known as the depression, conditions are 
not very bright; they are in the position of being unable 
to expand, as actually they cannot set up sufficient reserves 
to protect themselves, and their reserves are getting smaller 
all the time, 
BY THE CHATRMAN: 
Qe Are you familiar with the term "contingency reserve"? 
A, Yes, reserve contingents, it is a general reserve which 
is not admitted unless it is specified. 

BY MR. NADEAU: 

Q- You see, Mr. Latour, the commission has often heard 
the same argument about reserves of ordinary stock companies 
being reduced more and more, but unfortunately we have not 
been given very much proof of it. Are you in a position to 
produce that proof? Ae By proof, you mean actual cases; 
it is very embarrassing to submit cases; it can be done 
but you can imagine the consequences it may have; personally, 
I know for a fact that our business men, in our enterprises, 
I am not speaking of French-Canadian circles only but of 
all the others, have to resort to somewhat unorthodox methods, 


either overestimation or something else in order to endeavour 
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to survive. Now, you understand as I do that it is not easy 
to mention names. 

Q.- It is not a question of mentioning names but of 
appraising general conditions by selecting a few specific 
types of business and analyzing the position from the point 
of view of reserves, Would that be possible? <A. It is possible 
to make a study of a given business in a given field; for 
instance one could write a monograph on foreign trade, but 
that would not prove anything; it would have to be done in 
a familiar field in order to establish an average with 
related factors. 

Qe SO that you do not think it is possible to prove 
to us that stock companies are in a bad way compared with 
cooperatives? Ae Not unless you accept a statement 
from some authority. Aht if you summoned before you the 
Society of Chartered Accountants, for instance, they 
would make an investigation among their members and they 
could make a sworn statement, subject to professional ethics, 
and you may be able to see a trend, but you will not get 
any concrete fact. I know of many concrete cases, but I 
have no right to tell you about them. 

Q. YOu are not being asked eithere Regarding 
patronage dividends which are not paid in cash, my colleague, 
Mr. Arnason, would like to have your opinion on this: The 
patronage dividend is not paid in cash, but is included in 
the taxable income of the cooperators who afterwards lend 
the amount of the patronage dividend received to the co- 
operative, Do you think that that patronage dividend should 
be exempt from taxation before it is paid by the cooperative? 
Ae Do you mean that if an amount of patronage dividend say 


of ten dollars has been granted, of which five dollars is 
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paid out in cash while the other five dollars is a loan,_ 
the person receiving it would be obliged to pay full tax on 
that. 

Qe Yes, that is right. 

A. Well, that amount would have to be determined, it 
would have to be large enough to be declared. If it is a 
consumer, a farmer, for instance, you know that, the revenue 
of our farmers being what it is, there are very few cases 
where they would have to declare it that way, but there is no 
doubt that that case should be considered as the tax of the 
professional and that only the collection and not the revenue 
should count. 

Qe Are you an accountant by profession, Mr. Latour? 

A. No, I am @ graduate of commercial sciences; 
master of commerce. 

Q.» What time would you give a cooperative to pay its 
patronage dividends? 
A. It all depends on the membershipe At the end of the 
fiscal yeare.. 

Qe You hold a general meeting, then let us say a month 
or two after the general meeting? 
Ae YESe 

BY THE CHAIRMAN: 

Qe But in the very same year? A. Yes. 

Q. Or the next year, if it is at the end of the year? 


A. Yese 


(Page 5585 follows) 
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(Ottawa, April 13 -- following French) 


THE CHAIRMAN: Mr. Fillmore, would you like to cross- 
examine the witness? 

MR, FILLMORE: Yes, my Lord. Although I am supposed to 
belong to a learned profession, I must confess my ignorance 
in modern languages. I hope Mr. Latour has a better educa- 
tion than I have. 

BY THE CHAIRMAN: 

Q. Can you answer in English? A. Well, sir, I will 
have to ask for your protection, because the question of | 
Shades of meaning may come into it, 

MR. FILLMORE: JI am not going to be very long, and if I 
cover ground that has been covered already I trust that you 
will stop me in my tracks. 

Q. I see, Mr, Latour, that you recommend that patronage 
dividends should be allowed as an expense? A, That is right, 
Sit, 

Q. Were you referring to producer co-operatives as well 
as to consumer co-operatives? A, Any co-operative, whatever 
they call themselves, as long as they are co-operatives, 

Q. I see you take the position that a co-operative is 
a corporation? Ae Fe3, °iGois. 

Q.- And that it can own property; it can buy and sell, 
and it can make a profit? 

THE CHAIRMAN: He stated that. 

MR, FILLMORE: I gathered that from the brief, 

Q. Take the case of a consumers! co-operative which 
nays the current market price for the goods, It takes 
delivery of the goods, and the identity of the goods is lost; 
they become the property of the co-operative. The goods ame 
manufactured; they are sold to the public. At the end of the 


year they make up a profit and loss statement, and they find 
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that there has been a profit. Then the directors of the 
co-operative meet and decide that they will distribute that 
profit, so much as reserve and so much among the members, 
Would you say that any part of that profit should be allowed 
as a deductible expense for income tax purposes? A, Well, 
first of all, sir, you have not described to me exactly what 
iS a co-operative. You have described a company, because 
that surplus, that patronage dividend or whatever is to be 
distributed or returned to the reserve, should be acted upon 
by the general meeting of all the members. 

Q. All right; let us say that all the members meet, 

At the end of the year we will say the company has a profit 
of $1,000. That is either a profit or not a profit, is it 
not? I mean, you admit that a company can make profits; and 
you have a profit. Does it change the character of that 
profit if you divide it up in different ways? A. It most 
certainly does, 

Q.- You say, then, that the method of distribution 
Should determine whether money is taxable or not? lira 2 OE 
course, 

Q.- And that principle, you would say, would apply only 
to a co-operative and not to a joint stock company? A. I 
am not saying that. We contend that it should apply toa 
joint stock company, too. 

Q. Your view, then, is -- A. We are not against the 
co-operatives, We want all to be treated alike. 

Q. Then you say a joint stock company should also be 
allowed to make that patronage dividend and charge it up as 
an expense? As. “You, 81%, 

Q. ‘So they would both be on the same basis? A, That 


is right. 
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THE CHAIRMAN: That is, deal with the Surplus in the 
same manner as a co-operative? 

MR, FILLMORE: Yes. 

Q. Then would you still consider that fair competition? 
A. Sure, That is liberty. You can join a co-operative if 
you want to, or not, 

Q. All right. Let us take things as they are now. We 
have two companies ina competing business. One is a co- 
operative and the other is the ordinary joint stock company. 
The co-operative takes its profit and divides most of it, 
wo will say, among its members as a patronage dividend, 

Then the joint stock company, to meet that competition, 
takes the same proportion of its profit and divides it among 
those from whom it purchased goods. What does that leave 
for the shareholders of the joint stock company? Ayre ae 
up to the shareholders to decide for themselves, 

THE CHAIRMAN: They own the company. 

BY MR, FILLMORE: 

Q. Well, let us say, then, that the shareholders -- 
are they not in a dilemma? In the first place in order to 
meet the competition they have to pay the customers the 
same as the co-operative does, If they do not meet the 
competition, if they take the money themselves, they lose 
buSiness, 

THE CHAIRMAN: Do you mean that imposes on the stock 
company an obligation to uso a part of its surplus to off- 
set what the co-operative does out of its Surplus? 

MR, FILLMORE: What I mean is this, my Lord, We will 
say that a joint stock company can make a patronage dividend 
and charge it up as a deductible expense. That is the pro- 


posal of the witness, 
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THE CHAIRMAN: You say they can do that. They cannot, 
at the moment. 

MR. FILLMORE: No, my Lord; but I am just talking about 
Mr, Latour's views. His view is that both kinds of companies 
Should be at liberty to pay patronage dividend and charge it 
as an expense in the profit and loss account. 

THE WITNESS: Do you want me to discuss this point? 

I would be interested in discussing it very shortly. You 
are putting me in this awkward position, to be frank, that 
I am representing the Chamber of Commerce -- 

BY MR, FILLMORE: 

Q. Just a moment, What I want to ask you is this. 
Supposing that condition prevailed; would not the shareholders 
of the joint stock company be in a very awkward position? 

A. Now I will tell you something. There is a misconception 
at the very basis of your discussion, and it is this. We 
are fascinated by that word "profit", That profit, if you 
want to divide it by the number of those Sharing in it, be- 
comes a very small thing. It is pin money. When you divide 
it up, for instance, one share at $100 would give you $5, 
$3, or whatever it is. It is a very small thing. It is 
only because you have a large number of shares that you get 
a certain amount of money; that is all. But in the very 
bottom of my heart I do believe that the patronage dividend 
is not worth being discussed. It is not worth it that we 
should be fascinated by that, because when you divide it up 
among all the members they do not get more than $5 or $6 or 
$10 each, and it is not worth bothering about. 

2. You mean that while the system you propose might 
be unfair in principle, in practice it is of no consequence? 


A. It is an accomplished fact. 
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Q. You say in practice it is not of much consequence ? 


Q. Perhaps you are not familiar with the grain business, 
are you, Mr, Latour? A. No, sir, 

Q. Or the milk business? If the patronage dividend 
could be large enough to amount to a cent a quart on milk -- ? 
A. It cannot be done. 

Q. You think it would not make any difference? ie. 2D 
cannot be done. 

THE CHAIRMAN: How much would you push the analogy to in 
connection with a bushel of wheat? 

MR. FILLMORE: Seeing that it cannot be done on milk, 

I will just come to that, 

Q. Supposing it meant five cents on a bushel of wheat. 
Would that not be an inducement? A. I will‘tell you. 

First of all, let us consider this. When you want to think 
of the patronage dividend, first of all think of the reserves 
that have been taxed, Think of what has been borrowed out of 
those patronage dividends, which has been taxed. Think of 
everything that has been taxed, and that patronage dividend 
has been cornered in a very small corner, So through that 
memorandum of ours we have brought that patronage dividend 

to a very small thing. 

Q. You are really getting out of the dilemma by saying 
that in practice the patronage dividend is so small as to be 
of no consequence? 

THE CHAIRMAN: What the witness says is that the reserve 
is the heart of the subject. 

THE WITNESS: That is right. 

BY MR. FILLMORE: 


Q. Well, Mr. Latour, look at it from this point of view. 
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Supposing a co-operative makes a good profit, If it decides 
to pay that profit out to the members, and that is a deduct- 
ible expense, the company pays no taxes? A, That is right. 

Q. And if it keeps the great part of it as a reserve 
it might pay anywhere from 40 to 60 or 70 per cent to the 
governuent, Now, would not the inclination be to pay as 
much as possible out to the members? Would-not the members 
at their meeting vote to take the patronage dividend, rather 
than leave it in the company where two-thirds might go for 
taxes? A. Well, let us say that would be the psychology 
and the tendency; but when you come to cold facts it is 
always this, that if you do not provide for reserves, your 
company or whatever the organization or corporation may be, 
is going to do what I cannot say in English, but what we 
call in French allez chez le diable.” 

2. Very well. Then take the case of a consumer co- 
operative. You say that a patronage dividend should be 
allowed as a deductible expense, likewise? A, Right. Will 
you narrow it down to a concrete case? You are speaking of 
a grocery business or a food business, or what? 

Q. I mean by a consumer co-operative any co-operative 
where the members purchase goods, where they buy from the 
co-operative. A. I will tell you this, then, that you 
have to have an advantage to offer people to get them to 
buy in one place rather than in another place. In the food 
retail business the net profit is what; 3 per cent, 2 per 
cent or 5 per cent? Five per cent is very large. If you 
take that 5 per cent and spread it among all the customers, 
that is no money at all. 

Q. Again you say the dividend is of no consequence? 


A. That is what I contend, 


oan 


Sane 


ae Ua moan 


ae 


eu "2. 


: “Te a. he 
om 1 2 ot pe ae Dr lle aie re 
Mee coe © =. 4 Ae ete iy ' - cy had z 
t ve : > 
mete, - : y @ 7 
| 
at od - 
. ss . . * i i 
> ate came fe a ees sl Tt a F 
HA oa th a. ag he va 
¥ ‘ 
= R s -- ai _ 3 1 aed 7 
a ~ 7A 5 
" i cy = ee alte Voi), ees ive ay Oe pl 
i 
i 
t i it er - DP aia i 
i bp 5 ee ety rt ba i la : : . , 
=! Ps oe ‘. A ate ‘ rn ’ *. 5 : (a 
* : be 4 j 
Y 
oh) ete’ A ta a i Ta ° i , ned nf oo 
eee “ats Veen! E> ‘ 
J bd 
‘ 
: al eh AY “ 
y MW ukue % ru 
tt iy alley Bet: “ Koh te ay 
' 
) 
* a ie eZ ahi at NA 1 , 
+ oe Pins he . : 4 
es 5A PE cn Pat, Pa 
> 7 - 
yi a i P ; ° 
: Ok ae ae a oe : ' 
‘ 
t.) aT ’ o a) RE air ihe) oe as 
a @ sbi sy : 5 ofe te € 4 C9 jee 
- ;, * oe yaw a) bea 7 
‘ P| ¥ i ‘3% c 
De 
me al > ed Saat ) ap AVY rr) a 
* . 1 yy fe ‘J ho aa) 
x 
‘ i 
oa ; 
c | aa ~~ 
4 a es | “ 
; 5: en Re Se ae ae 
Fi 
sik eee AV gs Pr 
Me Seales teh! : Kale OUR G ahh nnd Ue ees 
e = es Pree f, mee 
ag b ; : ieee : 
ee ear PA aia 5 a yen 
3 ee cane hi ‘ A oR gway 6 re) 
i] o 
. i si S z r i “4 as _ 
or * ' i * 
Pa 7 ie ge Zope ' 
B mde 5 ox ce fa ube 
¥ % Z 7 ey Pua i ot = 
vn 4 * - 
hn + Ee of 
piles ond ni ae % 17) ; 
P 
ca Vice Stet ty > f 
he ee Pe) : j ‘ 
2. . 
. 
dee ert Beet P : a poe a. : 
Ss - « _ 2 
j ay ; a rs 
tah . ae ne a, r ed 
he ‘ as ele fat ‘ me ao ae 
7 + i" “it. 7 b 4 wy 
Z : ) ic ae Sf i" | 
ia eee Talia et te ops Pees 
. Dee fe a Es ie Cae 
axstae 0a re. a ® ; 
epic k sto tt on i ny, ; 
. 
i € 
me a Pi : : : ; 
f Sy ear cry Se - ey at Veer ~ py 7 
ae = a4 Seis whe i “oe i * Wh tee ] Sa os 
‘ ex 
ae 
4 « ao a 
‘ 
i 


6 idl eas, 


-5591- Mr, Latour 


Q. And you say that the dividend is not large enough 
to be an inducing factor to enable the co-operative to get 
more business than the ordinary competitor? A, In the 
whole of Canada 75 per cent of all the grocery retail bus- 
iness, the proprietor or owner has never made more than 
»L,200 a year net. 

Q@. I do not want to weary the Commission, but it seems 
to me, and you may correct me if I am wrong, that both in 
the case of the consumer co-operative and the producer co- 
operative you say that your recommendations, in practice, 
are not of any consequence; that you may as well allow 
patronage dividends, because in the long run it is a matter 
of small consequence? A, Provided the other enterprises 
be allowed to do the same. 

Q. iI thought you said it was a matter of small con- 
Sequence in any event? A. But provided -- 

Q@. All right. You do not recommend that a joint stock 
company Should be allowed to pay dividends on share capital, 
and that those dividends should be a deductible expense, do 
you? A.v( Nos: Ohy well, 2. widl: tell you, . That 16 4 dif. 
ferent question altogether, and in that brief it is stated, 
in the beginning, that we never discussed that question at 
all. That was a matter of doubt and argument and that is 
the story behind it; but we could never have that discussion 
about the co-operativs movement at all. I think it is a very 
fine thing. 

BY THE CHAIRMAN: 

Q. Mr. Latour, in your recommendations which you make 
as to patronage dividends, have you studied the English 
system and the reports of the various commissions? A, We 


have studied that. I have looked into the texts, and we 
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have studied the references and everything, but still -- 

Q. You know, of course, that the patronage dividend 
Over there is allowed as deductible? A. Yes, I know it is, 

Q. I8 it for the same reason which you give? A, Ido 
not think it is, It is that the tax laws in England are 
different than in Canada, That is the main reason, 

THE CHAIRMAN: That is what I wanted to make clear, 

BY MR, ELLIOTT: 

Q. I understood you to tell Mr. Brassard that a tax on 
income entered into the price of the article? AS. Yes. 
A posteriori; after the fact, 

Q. Did you also say that it tended to determine the 
price? A. I say it is in the price; it cannot be avoided. 
Q. It comes out of the price? A ? Yes, “Liomeay: 

Q. But if it is raised suddenly; if the tax on income 
is increased suddenly, do you hold that that will increase 
the price of the product? A. It might lower it. 

Q. That clears up the point I had in mind, then, 

A. But it is a part of the price, 

Q. It comes out of the proceeds, It must? A. TI do 
not want to be misinterpreted. When I said it might lower 
the price I meant that it might be a good policy for the 
company to say, "We will not make any profit, because we do 
not want to pay any tax," so they would lower the price. 

Q. You say, however, in that sentence which Mr, Brassard 
asked you about, on page 25, as I understand it, that any 
enterprise exempted from the present tax could lower its 
rice? A. Yes, I said it could. 

Q. Suppose it were making no profit now and paying 
no tax. Would you hold that a change in the rate of tax 


would affect its price policy? A. It might. A price policy 


~5593- Mr, Latour 


is something which is determined not nae by the question 
of taxation. It is a very broad question; a question of 
computation, a question of markets, and so on, 

Q. I understand there are a great many factors in it, 

f. rise in the rate of income tax would not affect directly 
the position of a business that was making no income? 
A, Of course not. 

Gy 20 thet - A. A buSiness that would not be 
making any income, that would not be a business at all, 

Q. But there are businesses, or have been in past years, 
that made no income, A. That was accidental. 

Q. Well, unintentional, certainly. 

BY THE CHAIRMAN: 

Q. Some have even operated at a loss, or so we have 

been told. A, Yes, I know. That is true. 
BY MR, ELLIOTT: 

Q. That was really the point of my question, that even 
with an increase in the tax, is it not possible that other 
circumstances would make the rine of a product fall? A. It 
might be possible. 

Q. Even though that meant a loss to the proprietor? 

A. It might be; but there are so many factors that it cannot 
be said that this special factor will have such an effect, 
All of the circumstances would have to be considered, I 
Should like to add something to that, and it is this, A 

firm might very well decide not to pay any excess profits 
taxes, through a calculation which would result in fixing 

its prices much lower, in order to reduce its income, Then 
you would have the case of a tax rate bringing down the price, 

Q. Especially if it were in the 100 per cent bracket? 


A. Yes. But then again that is why we have asked that the 
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ordinary enterprise be put on the same level with the other, 
because they cannot do it now. That would be escaping the 
tax. 

Qs Would your atts be the same with regard to the 

O 

relationship of the tax,price if we were considering a sales 
tax, a tax on the value of the sales? A. That is different. 

Q. Presumably that would be more readily passed on, 
which would more directly affect the price paid by the 
buyer? A. Well, it is all a question of whether it is a 
direct tax or an indirect tax. If it is a direct tax the 
consumer will have to pay it; the consumer will pay the tax 
and the price. In the case of an indirect tax we may not 
know about it; but in the case of the tax on cigarettes, for 
instance, we know that when we pay 33 cents for a package 
not much more than 6 or 7 cents goes to the company manu- 
facturing those cigarettes, 

Q. And how would you class the income tax? Would you 
call the income tax amexcess profits tax a direct tax? 
A. It is an indirect tax, 

Q. The income tax? A. No, it is a direct tax. 

Q. And an indirect tax is more readily passed on? 
A. That is right. 

PAR Me J. AN-MARTE NADEAU, 
Commissaire. 

Q- Monsieur Latour, nous avons eu un mémoire qui nous 
a été présenté par la Chambre canadienne de Commerce ... 
t. Oui, nous en Sommes membres... 

24+ Dont les recommandations sont sensiblement différentes 


des votres. dJ'taimerais savoir si la Chambre canadienne de 


Commerce vous a soumis son propre mémoire pour étude et 


approbation? R. On a préparé nos mémoires ensemble, nous 
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avons travaillé ensemble pour la préparation de nos mémoires 
respectifs:.. 

PAR Me ROGER BRASSARD: 

4» Non, pas 1a Chambre de Commerce de Montréal, mais 
la Chambre canadienne de Commerce? R. Non, non, je sais, 
la Canadian Chamber of Commerce, ° 

PAR Me JEAN-MARIE NADEAU: 
Commissaire. 

4+ Connaissez-vous les conclusions auxquelles la 
Canadian Chamber of Commerce en est venue? R. Parfaitement, 
ils demandent de taxer la ip den phd SA 14 que lton ne 
stentend pas, mais on stentend par exemple sur tout le reste. 

PAR M. le PRESIDENT: 

Q- Les chemins se sont divisés 4 ce moment-lad? 

R. Juste sur ce point-1la, maintenant, that could be a very 
long story, but it is not my story. 
BY MR, FILLMORE: 

Q. I would like to ask one question over Again, if F 
may because I think the witness may have avoided answering 
to a certain extent. Under your proposal, Mr, Latour, 
your proposal being that patronage dividends should be a 
deductible expense both to a co-operative and to. a joint 
stock company: now, assuming that a joint stock company has 
to pay a patronage dividend to meet competition, would not 
that deprive them of dividends and lower the value of their 
shares? A, Ido nes think it is of consequence. There 
is no relation between what you said and your conclusion, 

2. There is not? A. No, none at all, 

Q. Well, that is a matter of opinion. A. That is my 
opinion, 

Q. Well, that may be pretty tough on the shareholders 


of the joint stock company? A. I do not think so, 
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Q. If the dividends had to go to the patrons, to the 
customers, instead of going to the Shareholders, is that not 
pretty tough on the shareholders? A. Why should they? 
(here is no question about that at all. There is no con- 
sequence in what you are Saying there, 

Q. And if business is carried on in that way; if that 
proposal -« 

THE CHAIRMAN: It makes the life of the joint stock 
company just that much more onerous and painful. 

THE WITNESS: What I mean is that the patronage dividend 
is not anything like the distributed profits to shareholders. 
It is not like them at all. It is a discount, and the joint 
stock company can always put in a discount if they want to. 
It is not always proof of the pudding that they will not 
always have a profit to distribute to shareholders. That is 
what I mean. 

BY MR, FILLMORE: 

Q. Your proposals, if adopted, might eventually result 
in loss of revenue to the Dominion Government? Ae Lt go not 
think they would. 

BY MR, ARNASON: 

Q. I should like to ask you one or two questions, 

Mr, Latour. You may have dealt with them in replies to 
questions put to you by Mr. Brassard, and if so the Chairman 
will advise me. I wunuerstand your view to be that the 
patronage dividend of a co-operative should be distributed 
within a reasonable time? A. That is right, sir; in cash. 

Q. So as to be considered an expense? A. Yes, six. 

Q. One question I should like to put to you is this, 
Supposing a person applies for membership in a co-operative, 
and that co-operative is organized with share capital? 


A. Yes, sir. 
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Qe And suppose that person signs an application form, 
in which the applicant agrees to pay say 50 per cent of the 
par value of a share, and the terms of the contract are such 
shat the applicant directs the co-operative to apply patron- 
age dividends, which may be credited to the applicant, 
towards the payment of the balance of the share? A. Yes. 
That is all right. 

Q. You think that would be all right? A. Yes; that 
~8 installment buying. It is all right. We do not want a 
tax there, 

Q. One other point. A. You mean the capital stock 
of the company? 

Q. es, That is fine. Then one further point. Did 
I understand you to say that if a patronage dividend were 
actually paid to the member there would be no objection to 
the member loaning that money back to the association, to be 
repayable within a definite period? A. Right, 

Q. Did you have any particular procedure in mind there? 
There are different ways in which that can be done? A. Well, 
it is this; it is that we feel -- first of.all, I must ad- 
mit that there is a cleavage between the theory and the 
practice there. That is an admission, Anyway, that is life. 
I have lost track of your question, I am afraid. Would you 
repeat it for me? 

Qe I understood you to say that there was no objection to 
the member loaning his patronage dividend back to the co- 
operative? A. Provided he had received it individually 
and returned it physically; it is all right. But I have seen 
it done in this way. A general meeting is called. Reports 
are read, and everything, and then there is a submission 


4. 


that the patronage dividend be fixed at such an amount, le 
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us Say a percentage, and that perhaps 50 per cent of that 
will be paid in cash and the other 50 per cent’ will be con- 
Sidered as a loan to the co-operative, and the members will 
be given title to that loan, or scrip. There is no liberty 
there, because it is a general meeting, and the individual 
member does not consent. But in the case of the man who sub- 
Scribes to the payment of his share, he does it individually, 
himself. There is a consent there, 

BY THE CHAIRMAN: 

Q. That is to say, once he gets his money it is harder 

GO get it back from him than if you do it by deduction? 
A, That is so, You know, we do collect dues in chambers 
of commerce, | 

BY MR, ARNASON: 

Q. Just one more question on that same point, if you 
will permit. Supposing the general mesting decides that 
50 per cent is going to be repaid. Would that make any dif- 
ference, if the member were given permission to withdraw that 
amount at any time by giving certain notice? Would that 
make any difference in your opinion? A. That would be a 
time deposit, 

Q. Yes. Suppose he were given the right to withdraw 
it by giving say ninety days! notice? A. Yes; provided it 
has been given him first and he has turned it back. There 
is a great deal of difference there, because if you ask for 
it you may be called something you do not like. 

THE CHAIRMAN: JI thirk on behalf of the Commission we 
should thank you, Mr, Latour, for two things; for the clarity 
of your exposition and also for your bilingual accomplishments. 
I think Mr, Fillmore will agree with that, 

MR,.. FILLMORE: I do, sir; and I wish to thank Mr.Latour. 
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But I crave your indulgence for ju3st one question, hecause 
I may have given a wrong impression, 

Q. Mr. Latour, if a farmer has grain to Sell, we will 
say Several thousand bushels, do you not think that even 
one-half cont a bushel would be an inducement to trade with 
A rather than with B? A. You cannot put that as a case, 
because he would not know in advance that he would be paid 
Such an amount. He would know at the end of the year, or 
at the end of the period. I am speaking of a co-operative, 
of course, If it is a company called a co-operative, I do 
not know. 

Q. I am speaking of a co-operative, which, by reason 
of the fact that it wishes to do business at cost, and pay 
no tax, is able to pay a cash price -- and I am talking about 
a cash price -- of one-half cent per bushel more than its 
competitor can pay. Would that not be an inducing factor? 
A. The only thing is that I doubt very much if the case is 
in effect in existence. If I saw that case it would be all 
Pignt, but it 1s hard for me to admit it, If you tell me it 
18 so, all right, but if you are only putting it as a case 
for discussion, that is different, If you say it is a real 
case, I say to you I am astonished. 

Q. Ido not want to make statements of fact. I would 
rather leave you in a state of astonishment. Are you engaged 
in trade and commerce, or are you the secretary of the 
association? A. I am the wan living out of the dues paid 
by members, 

MR, FILLMORE: I hope you get a good living, 

THE CHAIRMAN: That is all you have, Mr, Brassard? 


MR. BRASSARD: That is all, my Lord, 


THE CHAIRMAN: Then we will adjourn now until 10 o'clock 


Monday morning, 


---The Commission thereupon adjourned to meet on Monday, 
April 16, 1945, at 10 o'clock. 
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Ottava, Ontario, 
hionday, April 16, 1945. 

The Comnission resumed at 10 aon. 

THE CHAIRMAN: lir. Parker, I think it might be 
advisable to ask for the names of new appearances 
this mornings. 

MR. PARKER: Yes, Mr. Chairman. 

THE CHAIRMAN: Will counsel kindly announce their 
appearances, so that the cntry may be made in the 
Registrar's note ? 

Mie G. W. MASON, K.C.: lr. Chairman, I appear for 


the American Neciprocal Asscciation. 


2 


MR. V. EVAN GRAY, K.C.: Mr. Chairman, I epoear 
for the factory mutual fire insurance companies. 
Hon. SALTER A, HAYDEN, K.C.: Mir. Chairman, I amnear 
for the Ancrican Mutual Alliance. 
MR. N. S. ROBERTSON: Mr. Chairman, I apnear for 
the Ontario cash mutuals. 
MR. RUSSELL MacKENZTE: Mr. Chairman, I appear for 
‘the Canadian Board of Marine Underwriters. 
Mn. J. As MANN, K.C.: Mr. Chairman, I appear with 
my learned friends Mr. Aime Geoffrion, K.C. and Mr. A. 
Leslie Ham, for the joint stock companies. 
THE CHAIRMAN: ir. Parker, what is the order of 
business for the day ? 
NR. PARKER: Mr. Chairman, I nave availed myself 
of the opportunity of consulting vith a number of counsel 
whose appearance has just been anrounced. In the 
insurance field for this week -_ have eight briefs, which 
must be dealt with and disposed of tn some manner in a 


group of four mutuelis ~-- the Americen reciprocals, the 
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factory mutuals, the American mutual lives and the Ontaric 
cash mutuals. I think it would be agreeable to all 
concerned if we began with the reciprocals, to be followed 
by the factory mutuals, then by the American lives and, 
fourthly, by the Ontario cash mutuals. Then there are 
the Ontario farm mutuals, which are in « slightly 

different category from the four I have just named and 

ere apparently not represented by counsel; and also there 
is the King's County mutual. Finally, there is the 
general brief on behalf of the non-mutuals, represented by 
Mr. Mann, Mr. Geoffrion and Mr. Hem. - My suggestion 
would be that we take the four mutuals in the order I have 
named them, and thet then.Mr. Mann end his confreres might 
be heard as representing what are, in a sense, opposing 
interests. The farm mutuals and the King's County 
mutuels are perhaps of lesser importance and, as they would 
not take much time, could come in at the end. I believe 
that the order I have suggested will meet with the approval 
oL all present. 

THE CHAIRMAN: On many occasions we have discussed 
the question of whether or not the briefs should be read. 
As we all know, it is usually 2 very tedious performance. 

MR. PARKER: I have suggested to some of the counsel 
that the briefs should not be read, but I am not sure there 
is any great unanimity about it. Perhaps we shall heave to 
deal with the question as the various briefs come up, one at 
@ time. I would suggest that if Mr. Mason desires to 
have his brief reed, he should read it himself. Perhaps 
there are some paragraphs of it that need not be read and 
could be passed over with a comment, so as to save time. 


I understend that nearly all counsel present have seen the 
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bricf, but if some have not I suppose it would be only 
proper to heve the whole thing read, in order that they 
might be advised of its contents. 

Wheat do you say, Mr. Mason? Our difficulty is 
thet if we read all the briefs we shall spend hours on the 
reading alone. I think everyone is familiar with the 
contents of the various briefs. However, we do not want 
to restrict you in any way. 

MR. MASON; Mr, Chairmen, the brief that I have is 
a very short one, and I think there is nothing in it that 
I could usefully leave out. As it is only about 10 
per cent as long as most of them, I probably shall not 
offend very much by reading it. 

THE CHs.T RMN: If we have your brief read, that 
must not be taken by other counsel as a precedent that will 
be followed. as yours is a very short brief, it may as 
well be read. 

MR. MANN: Mr. Chairman, I take it that Mr. Mason has 
someone here to support the brief and answer questions, 
someone who will be subject to examination. 

THE CHATRMAN: That has been our practice. Have you 
anyone to support the facts as stated in the brief, Mr. 
Mason? 

MR. NuiSON: Yes, Mr. Chairman, I have Mr, Gerrish, 
who will be able to answer any questions that may be asked 
es to the matters of fact set out in the brief. B 
apprehend it is not likely thet many such questions will 
arise. 

Mr. Chairman. %n the brief I have not dealt with 
the history of the legislation relating to reciprocals 


in Canada, and it occurred to me that it might save time 
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and be useful to the Commission if I were to mention thic 
history very shortly. 

THE CHAIRMAN: Yes, I think so. 

MR. MASON: Reciprocal insurance is not old in 
Canada. It originated in 1881, in the United States. I 
suppose, Mr. Chairman, it hes already been brought to your 
attention that it originated with six dry goods merchants 
who were sitting at luncheon together one day in New York. 
The question came up as to the difficulty of getting 
edequate insurance of a proper type, and then and there 
after some discussion each of them agreed to insure the 
others to the extent of $2,000; sc each went away from the 
luncheon with $10,000 additional insurance, That was the 
origin of reciprocal insurance, which I understand does not 
exist in England at all. 

4ftera while other people were attracted to the new 


thing, and before long the original six men were unable to 


Y 


handle all the applications, so they appointed a committee. 
Eventually, as interest grew, it became desirable for cach 
of them to appoint a competent attorney to look after the 
clerical work, the writing of policies and all that kind of 
thing on their behalf. 

I am uneble to tell the Commission exactly at what time 
the first policies were written in Canada, but the genesis 
of reciprocal insurance in Canada, as far as legislation is 
concerned, was in the year 1910. That followed a 
presentation that had been made by a distinguished member 
of the Bar of Quebec before a ccumittee of the House of 
Commons. It is interesting to note thet the points that 
were raised before that committee in 1909 end that led to 


legislation in 1910 gave a brief picture of this type of 
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insurance which remains true to-day. I am not going tu 
take time to go into it at length, but shrill merely 
indicate the salient points that were made, in order that 
the Commission may sec that the same things still persist. 

THE CHATRMAN;: Whet is the reference, Mr. Mason? 
Where can that be found? 

MR. MaSON: I do not know exactly, Mr, Chairman. It 
will be found in the records of the House of Commons, but 
where I do not know. 

THE CHAIRMAN: Perhaps you can give us the date, 

MR. MASON: The date is March 31, 1909, and the points 
were made before ea committee of the House of Commons dealing 
with inter-—insurancce. I think that is as far as I should 
like to go with that, Mr. Chairman. 

The first point which was then made and is still true 
is that there was no company, no stock, no association, 

I say there is no association, for while there is an 
essociation in a loose sense, there is no association in 
the legal sense. Mey I make the preliminary remark, 
Mr. Chairman, that in dealing with these matters one has 
to be very careful with the nomenclature. One gets in 
the habit of speaking of an exchange as if it were some 
association; I myself fall into that habit sometimes. AS 
a matter of fact, an exchange is only 2 place at which the 
policics are exchanged. That is why it is called an 
exchange. A&A licence to an association of this kind-- 
it is not an association legally--ought to be to the 
subscribers at such and such and exchange. They are the 
people who really constitute the exchenge, 

That is the first point, thet there is no company, no 


steck, no association. It is different from the mutual 
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system, because if anyone is unable to pay his liability 
others are not calied upon. Tt is a several liability, 
not a joint liability in any sense. Then there are 

the constant inspections and requirements, resulting in low 
rates. And it was said at that time that the public do 
not teke risks in such groups, which is still true tc-dey, 
because the persons in these groups are usually of 4 

select type. Persons of a like business usually 
essociete in a certain group. 

THE CHAIRMAN: Is this form of insurance associated 
with any particular kind of business? 

MR. MASON: No, Mr, Chairman, but it lends itself 
principally to the Larger types of business. As a matter 
of fact--Mr. Gerrish could confirm this, if desired--the 
people who are principally concerned in this type of 
insurance are the larger commercial organizations, which 


find certain benefits in it which it is worth their while 


It was pointed out in 1909 thet there was a tendency 
towerds monopoly in insurance if insurance of this kind 
were not permitted, This is also true to-day. 

As a result of what was done in 1909 Parliament made 
in the following year an enactment which is section 129 
of Chapter 32 of the Statutes 9-10 Edward VII. In 
readirs this section I-will eliminate portions which refer 
+0 other groups as well. The section says: 

MNotwithstanding anything in this Act contained, 
any person may insure his property, or any property 
in which he has an insurable interest, situated in 
Canada... and may also insure with persons who 
reciprocally insure for protection oniy and not for 


profit ..« ." 
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Mr, Chairman, you will observe the language of this 
first legislation passed by Parliament on the subject—- 
"reciprocally insure for protection only and not for 
profit", Then it goes on to say that any property 
insured or to be insured may be inspected and any loss 
incurred may be adjusted. 

The section has this proviso, which was dispensed 
with subsequently: 

"Provided such insurance is effected outside of 
Canada and without any solicitation whatsoever 
directly or indirectly. . . and provided further that 
no such company. underwriters or persons shall within 
Canada advertise their business. ar. 

As this type of insurance became more popular, the 
provinces passed legislation with respect to it. 2 
shall not take time to go over the whole history, but 
shall merely indicate the general nature of 1p. yee 
question that arose was whether a commercial company 
Would, under its charter, have the power to enter into 
a transaction of this kind with other companies or 
individuals. There wes a great volume of authority 
in the United States to indicate that a company had that 
as an incidental power, but the matter had not come up 
in Canada. Therefore legislation was introduced in 
Ontario to provide that a company had the right to arrange 
such insurance with other companies or individuals, 

Another question thet arose was as to whether a 
company that entered into an arvangement of this kind 
became an insurance society. Again there was ample 
authority in the United States, indicating that a person 


who entered into a transaction of this kind was not 


es 
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carrying on the business of insurance. Lt is true. cuct 


a person was insuring other individuelis by a private 
arrangement or contract, but he was not entering into the 
business of insurance, and to make assurance doub.iy sure 
that was so provided in Ontario legislation. 

Matters wert elong in that wa ntil 1922, when the 
Province of Onterio passed legislation providing for the 
licensing of these exchanges. Objection was taken %o 
thet ane litigation arose, the question finally going to the 
Judicial Committee of the Privy Council. 

You will recall, Mr. Chairman, the insurance reference 
of 1916, when it was held that certain provisions of the 
Dominion Insurance fut of 1910 were ultra vires. That is 
the Act to which I have already rererred. Then in 1917, 


I think it was, emendments were made to the Criminal Code 
P | 


same effect as the provisions o! the Insurance Act that 

had been found to be ultra vires, the idea being that ‘vhese 
amendments could be supported on the ground that they were 
in the Criminal Code. But in the insurance reference of 
1924 it was held by the Privy Council that what could not 
be done directly could not be done indirectly, that the 


provinces had jurisdiction over reciprocal insurance, aud 


that these amendments in the Criminal Code were wilsTra 


vires of the omen kon < The reference is Attorney-General 
for Ontario v. ittien eet odien for Canada, (1924) Appeel 
ases, page 3528. The former Chief JTustice of Canada, Sir 


Lyman Duff, sat as 2 member of tie Committee in that case, 
end I should like to read a trief portion from his judgment. 
At the beginning of the secona paragraph on pege 343 he 


refers to the Onterio Act, and ae goes On: 
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"This Act, as its name imports, is a statuts 


dealing with reciprocal contracts of insurance, 


The practice of 
exchanging sucn 
have originated in 

widely there and in 
as exchanges in the 
persons having some 
particular class of 


in the 


contracts of insurance, appears 


same kinds of 


forming groups, fcr the purpose of 


Gs 


the United States and to prevail 


Cenada. Such groups, described 


Act, are usually composed of 
common interest, as owners of a 
property, for example, or dealers 


commodities. The contracts are 


effected, and the business incidental to them trans-— 
+ | 


acted, through the agency of an attorney, who is 


empowered by each subscriber individually to act for 
him in making such contracts w..th other members of 


the exchange. The exchange, as a whole, undertakes 


no obligation, the attorney, who receives a commissiou 


for his services, in every case acting for the 


subscriber as an individual, and the obligation of the 


subscriber being his own individual onligation,"™ 


That sets out in very terse language, as one would 


expect, the nature of reciprocal insurance. 


Before I leave the cases I want to refer the Commission 


to Re Insurance Contract§ 58 Ontario Law Reports, page 404. 


That was a reference in 1926 to the Appellate Division of 


the Su»nreme Court of Ontario by the Lieutenant-Governor, 
under the provisions of the Constitutional Questions Act. 


Among those who appeared was Mr, Wegenast, for 


Reciprocal Insurers, and ea subm*ssion was made (page 406; 


that they were not in the insurance busiz that they 


merely made contracts with one another. The Court said 


Insurers, because it did not 


it would not hear Reciprocal 
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regard them as being within the scope of tHe Pectovenc: 
inasmuch as they were not in the insurance business but 
only made contracts with one another. There was no 
definite dealing with that point in the reasons for 
judgment. 

THE CHATRMAN: Are you leading up to an argumen, 
that your clients are not within the terms of this 
reference? 

MR. MASON: No, Mr. Chairman.I have raised that 
point, but we are not much concerned with it. We are 
here now, and I should like to deal with the point, 2 
eam thinking at the moment of certain allegations made as 
to the business of «<nsurance in one oi the briefs, and I 
wish to ley a foundation ror the .rgument, if it becomes 
necessary, “hat my clients are not in the insurance business 
as such, thet their business is merely the individual 
exchanging of contracts. 

Mr, Chairman, I wish to point out to the Commission 
that unfortunately I did not receive a copy of the 
supplementary brief filed by the joint stock companies 
until Saturday, so I have not had an opportunity to give 
it as much attention ag I should like. I noticed that 
$t contains a reference to the report of the Insurance 
Commission appointed by the Legislative Assembly of Ontario 
in. 1919. I suppose a copy of that report has already 
been filed with the Commission. The late Mr. Justice 
Masten, the Commissioner, said, at page 34: 

"T was attended by certain insurers in this 
province who heve in the past been accustomea to insure 
outside the province in a form of insurance known as 


feciproca. or inter-insurence, Many features of this 
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class of insurance are similar to shat practised by th- 

New England Mutuals, the principal difference being that 

in the case of the New England Mutuals the insurence is 

effected by an incorporated mutual company, and the claim 

of the insured in case of a loss is met »y the corporation, 

In the case of the reciorocals there is no company; tune 

whole liability rests on contract. Each of the reciprocal 

insurers covenants and agrees with every other to become 

liable in the event of loss for a certain sum, and the remedv 

in case of such loss is against each of the co-insurers, 

under the terms of the written contract which he has signed," 
Stopping there for a moment, Mr. Chairman, may I point 

out that appended to the brief which has been filed is a 


5 


form of subscriber's agreement at associated reciprocel 


exchanges. Now, anything that is not in there cannot de 
done. This is the complete code. In order to determine 


what the real nature of reciprocal insurance is, all that 
one has to do is to look over this. That is a short and 
easy means of arriving at the true nature of reciprocal 
insurance, The true nature of it is, not what scmebody 
says it is, but what is contained in the terms of the 
contract itself. Everybody who enters into an arrange- 
ment at an exchange must sign that agreement. it he 
does not sign that agreement he gets no interest in it, 
he cannot have any interest in it. So this is not a 
matter in which an exchange is dealing with the public 
et large, Mr. Chairman; the exchange is dealing only with 
its own subscribers. 

Mr. Justice Masten goes Oil: 

"The principal insurers in Ontario who have 


adopted this method of doing business are 
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lumbermen and certain large nercentile firms, and 
the evidence before me strongly indicated it was 
in the public interest that insurers should be 
able to protect themselves in this manner. The 
view which I have already expressed in respect to 
unlicensed insurancs applies to this, viz., that 
nothing ought to be done which would preclude com- 
petition by these organizations. 

In addition, a draft bill was presented to me 
which was said to have been passed and to be in 
force in twenty-eight of the United States of America, 
and I heve been asked to express my approvel of that 
DLL. 

Owing to the nature of tue contract of reciprocal 
or inter-insurance, I am of the opinion that it is 
something which comes within the jurisdiction of the 
province of Ontario, rather than within the juris- 
diction of the Dominion, as being a matter of 
property and civil rights within the province. 

Owing to the fact that there is no insuring company, 
end to other considerations which readily appear 
from the nature of the business itself, it is not 
readily possible--in fact, it is claimed to be 
impossible--for these organizations to make such 4 
denosit with the Insurance Department as is celled 
for by the Insurance Act." 

Notwithstanding that, thet was subsequently done, 

His Lordship continues: 

"Me necessity for 2 deposit being made with the 
Insurance Department arises from the necessity of 


making certain that insurers shall receive the 
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amount of their loss in case of fire, and that 
there be a fund availeble in the hands of the 
Government for this purpose in cese they fail to 
do so. 

Having regard to the financial standing of 
the class of insurers who mseke use of this 
reciprocal or inter-—insurance, it appears to me 
that it may be possible, after careful scrutiny 
by the Superintendent, to relieve them on proper 
terms from the necessity of making the deposit 
called for by the Insurence Act, and that the 
legislation which they seek to have enacted is 
worthy of sympathetic and thorough consideration." 

Then he goes on to say that it has been approved 
in twenty-eight states. 

THE CHAIRMAN: Can you make that report available 
to us, Mr. Mason? I see it has been cited in one of 
the opposing briefs. We have not. got that on file. 

MR. MASON: It is a borrowed copy that I am using, 
Mr. Chairman, 

MR. ROBERTSON: I have a copy here, Mr. Chairman, 


which the Commission may have. 
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MR. MASON: That brings me to the brief, but I should 
like to make this observation, Not having had the privilege 
of being here very often -- | 

THE CHAIRMAN: I do not know whethor that is a privilege 
or not, 

MR. MASON: --I do not know precisely what matcrial has 
peen filed with the Commission, Has there been filed here a 
copy of the agreement between the Dominion and the provinces 
with regard to taxation, under which it was agreed that the 
provinces should forego certain taxes during the war, and 
for some short period thereafter, and that in the interval 
the Dominion alone should impose certain taxes? 

THE CHAIRMAN: That has not »een produced, but it is 
very easily obtainable. 

MR. MANN: Is that not in the statutes? I know the 
Quebec agreement is in the Quebec statutes of 1942, I think 
it isa separate agreement with respect to the provinces, be- 
cause Quebec has a separate agreement. They must be all 
separate agreements, because there are different amounts of 
Subsidies. 

MR, MASON: The reason I draw attention to it at the 
moment is this, Certain types of taxes during this period 
are not imposed by the provinces. So far as this type of 
insurance is concerned, and other types that will be dealt 
with before the board, there is or was provincial taxation; 
so that you had provincial taxation, you had the Dominion 
taxation, and then as a consequence of this agreement the 
»rovinces ceased for the time being to impose the taxation 
and the Dominion imposed it. 

THE CHAIRMAN: That has been referred to on many 
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occasions, 

MR. MASON: And you will recall that in 1942 there were 
amendments to the statute dealing with that matter, What I 
wanted to point out is that in dealing with this matter of 
taxation it is bdUhey important that one should bear in mind 
that at some time, we hope in the not very distant future, 
those agreements will be at an end, and that then we are 
going to have two taxing jurisdictions overating again. These 
considerations ought to be of very considerable moment in 
trying to devise any suggestions to the government as to just 
what sort of taxation should be imposed, Indeed, it secms a 
very inappropriate time to ask for any change with respect to 
these matters,when the whole situation may be changed very 
shortly by reason of these agreements coming to an end, 

I am particularly interested in that because, as I have 
said in the brief, the subscribers to these exchanges, or at 
these exchanges, are substantially all commercial operations 
who are now paying income tax and excess profits tax, and who 
are exposed to all the hazards that double taxation means. 

I do not suppose it has been before your Commission so much 
as it has before another commission which has just finished 
its labours, but we are all aware that with the heavy income 
tax that is being imposed companies are not able to accum- 
ulate surpluses of a liquid character. When the impact of 
double succession duties comes, it means that in the case 
where you may have half a million dollars worth of real 
estate owned by a family or an individual, or where an in- 
dividual may have $1,000,000 of capital locked up in a factory, 
which represents the plowed-in profits of years, there is 
virtual extermination cf those companies, 


I am merely mentioning that. I am not asking your 
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Commission to pass upon it, but that is the position in 
which my real clients, the subscribers on these exchanges, 
find, themselves to-day; and I do ask the Commission to bear 
in mind in making any representations or findings that this 
whole situation as to taxation is in a perilous position in- 
deed and that particularly having regard to this agreement 
one should go slowly before making any change. 

That brings me to my brief. I will precede the reading 
of the brief by saying that of these various exchanges 
mentioned on she first page, the Underwriters Exchange, the 
second one on the list, does practically nothing in Canada, 
Really the ones that operate in Canada are the Lumbermen's 
Underwriting Alliance; then, going down a little further, 
the Individual Underwriters, and the next several following 
that, down to the Canadian Reciprocal Underwriters; then, 
omitting the next two, the Canners and Warner Reciprocal. 
That means there are ten of this group that have substantial 
operation in Canada. The rest of them, with the exception 
of Underwriters Exchange, which has a negligible amount of 
business here, do not operate in Canada at all; but they are 
set out here because they are wouvaee of this Reciprocal 
Association, 

Brief submitted by The American 
Reciprocal Insurance Association 

MR, MASON: "1. This association includes in its 

membership the following exchanges: 
Consolidated Underwriters, 
Underwriters Exchange, 
Lumbermen's Underwriting Alliance, 
Universal Underwriters, 


Reciprocal Exchange, 
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Casualty Reciprocal Exchange, 
Individual Underwriters, 

New York Reciprocal Underwriters, 
Affiliated Underwriters, 
Fireproof-Sprinklered Underwriters, 
Metropolitan Inter-Insurers, 
American Exchange Underwriters, 
Canadian Reciprocal Underwriters, 
Druggists Indemnity Exchange, 
Casualty Indemnity Exchange, 


Canners Exchange Subscribers at Warner 
Inter-Insurance Bureau, 


Warner Reciprocal Insurers, 

California Casualty Indcmnity ixchange, 

Industrial Indemnity Exchange, 

Manufacturers & Wholesalers Indemnity Exchange, 
and submits this brief without prejudice to its position 
that its members are not within the language of Order in 
Council P.C. 8725. 

"0, Reciprocal fire insurance originated in 1881 with 
the establishment of Individual Underwriters, 

That is one of the group mentioned previously. 
"’ number of prominent drygoods merchants conceived the 
idea of insuring one another. The first reciprocal under- 
writing in Canada was in 1889. These exchanges have no 
corporate entity and do not exist for profit but are con- 
trolled by the members, commonly called subscribers, and 
operate exclusively for their benefit. There are no share- 
holders or third persons interested in deriving a profit 
from the operation of the exchanges. Their purpose is to 


provide a high degree of security to the subscribers at tho 
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iinimum of cost, 

"3. AS reciprocal insurance developed it became con- 
venient to have a common agent or attorney who would trans- 
act the business of the exchange. Each subscriber gives a 
power of attorney to the common attorney to transact the 
necessary business on his behalf, The attorney collects 
moneys from each subscriber which are placed to the credit 
of the subscriber and remain the property of tho subscriber." 

Will you please note that, because if I fail to mention 
it later I want to say now that each subscriber has an in- 
dividual account. 

"The attorney deducts from this amount such sum as may be 
required to pay losses and expenses and provide necessary 
reserves and surplus, the part nos needec is returned to 

the subscribers annually and in the event of withdrawal from 
the exchange the subscriber receives from the attorney all 
the money at his credit, including his share of any reserves 
and surplus. 

"4h, Nearly all of the subseribers are corporate 
bodies but in the case of all subscribers the moneys paid to 
them by the attorney each year are subject to income tax and 
exeess profits tax so that a further imposition of such taxes 
on the moneys of the subscribers in the possession of the 
attorney would mean double taxation. 

"S, Theoretically the amount devosited — subscriber 
need be only sufficient to take care of his portion of the 
cost of operating the exchange, in which event there would 
be no money available for taxation in the hands of the 
attorney, but in practice it is found desirable to have the 


amount deposited by the subscriber sufficient to cover 
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contingencies, including the possibility of unexpectedly 


high losses, Were it not for the number of subscriters in- 


volved and their being widely scattered it would not be 
necessary for the subscriber to pay anything until the end 


of the year's cxperience at which time ne would make his pro- 


portionate contribution. There would, therefore, be nothing 


I am informed that in the United States there are mutuals 


which they call county mutuals. I do not think we have any- 

| thing like them here, but they actually operate on that basis, 
; They wait until the end of the year, and then they contribute 
; whatever is necessary to pay the losses of the year, and they 
f never pay anything beyond the losses and, of course, the ex- 

. penses incidental thereto, 

"6. The office operated by the subscribers through the 
attorney for the purpose of the exchange of contracts by tn 
Subscribers is commonly known as the exchange and for that 

P poason the assemblage of the subscribers in a particular group 
. 18 commonly known as an exchange with some additional namo to 
«identify the particular group. 


ce. pe exchange is neither a corporation nor an assor- 


dation. It is merely the place at which the exchange of con- 


tracts takes place, It is apparent, therefore, that an ex- 


change has no income. In reality the subscriber pays no 


premium, " 
Will you again permit me to say that in this brief, and 


I have no doubt in anything I may say, I may use the word 


: . eee ee. ~~ eeae ts 


"premium" because that again is 2 common word. But that 


really is an error in nomenclature which one falls into by 


: 
. 


reason of it conveying something to one's mind in ordinary 


practice, In the case of an exchange it is more accurately 
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called a deposit. 

THE CHAIRMAN: You might call it a consideration, might 
you not? 

MR. MASON: I would submit not, because a consideration 
would imply that the whole thing would be in consideration of 
somebody else's contract. That is not so; because under our 
system we only become liable for that era wnich is shown 
by the losses and expenses to exist. Even with what my 
learned friends have referred to as investment income, we 
are required to keep up certain deposits, by law; and the 
amount of securities filed bears certain income. When that 
income is received by us it goes to the credit, or at least 
@ proportionate share goes to the credit, of each individual 
Subscriber, and if he were to leuve the exchange the next day, 
he would take that. That is his; it never becomes the property 
of the exchange. 

THE CHAIRMAN: Your assured gets the advantage, He 
gets his insurance, does he not? There must be a consider- 
ation for that, 

MR. MASON: Certainly there is, 

THE CHAIRMAN: What is the consideration? 

MR, MASON: The consideration for the insurance is the > 
covenanting of each to pay. That is, in’case of a loss, the 
others are covenanted to contribute that loss, subject to 
the limitations in the document. 

"He makes a deposit out of which his proportionate share of 
losses and expenses is paid. The portion of the deposit that 
is returned to him is not really a dividend because it is 
merely the unused part of a fund previously advanced by the 
subscriber and remaining to his individual credit. Even 


where the laws of various jurisdictions require a surplus 
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fund as a provision against unusual losses the funds remain 
tho absolute property of the subscriber and any taxation of 
these funds, whether on investment income or underwriting 
income, is really a tax on individual subscribers who already 
pay income tax on their incomes," 

I have used an expression there that is used by the 
office of the Superintendent of Insurance, but which I sub- 
mit is not correct as applied to these exchanges. There is 
no underwriting income, for the reasons previously set out. 
When we make our returns we have to use the samo form of re- 
turn that is prepared for joint stock companies, which use 
the term "underwriting profit", but in my submission that is 
purely a misnomer, 

MR, NADEAU: I see on page 3, to which you just referred, 
the statement that an exchange has no income, In your sub- 
seriber's agreement, paragraph 29(a), you refer to the fact 
that an exchange might have a current income, Would you tell 
me how those statements can be reconciled? 

MR, MASON: What is called there the current income goes 
into the individual account of each subscriber, It is not 
income that is held by anybody other than for the subscribers. 
The attorney, or in some cases it is the advisory committec, 
gets that, and it is credited to each of the individual 
accounts, 

"8. The only profit or income oa lined in connection 
with an exchange is that made by the attorney who, whether 
an individual or a corporation, is subject to income tax and 
excess profits taxes, 

"9. If a man insures his business in a stock insurance 


company the premium he pays is deducted from the income of 
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La business as a businéss expense. If he is a subseriner 

in an exchange the moneys paid by him and not needed are 
returned to him and taxed to him as additional income, or 

the amount of his deduction as a business expense is reduced 
by that amount and his taxation is, therefore, increased. If 
the funds held by the exchange are taxed the savings to the 
Subscriber are reduced by that amount and the government will 
receive a correspondingly less sum from the subscriber." 

Just to put that in another way, when a man becomes a 
Subscriber to an exchange and pays in a certain sum of money, 
naturally he pays that out of earnings which have already been 
Subject to taxation. Then when in any particular year, later 
on a certain sum has been accumulated, he gets an amount and 
pens of course, the amount that is available for tax, in his 
hands, is increased by that amount. So the situation that 
exists with regard to these exchanges in Canada is that all 
these moneys that are called savings or unused deposits, or 
however they may be described, are already paying taxes on 
account of the particular character of these subscribers. 
They are already paying excess profits tax and income tax, 

THE CHAIRMAN: Would the amount being paid by the re- 
Ciprocal be the same as the amount paid by its members, if 
they were reporting separately? I hardly think so. 

MR, MASON: I do not know that I quite understand, but 
I will break up the question, if I may. There is a certain 
amount which is paid into the exchange and which goes for 
expenses and losses, Then the rest, including the interest 
On investments, goes back into the hands of the subscriber. 

THE CHAIRMAN: And there is taxed? 

MR, MASON: ee 


THE CHAIRMAN: Had it been taxed in the hands of the 
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agent or the reciprocal, let us call it that, would the yico™ 
have been the same to the government? 

MR. MASON: If they made provision for losses and Cx- 
penses, as I suppose they would, I presume it would be the 
same thing. The only point is this, in that event. If they 
did it before and did it after, it would be the very same 
moneys that would be taxed, I hope I make myself clear, It 
is suggested, for instance, in the briofs of my learned 
friends that there is a double taxation also in the case of 
joint stock companies, because a joint stock company is taxed -- 

THE CHAIRMAN: Oh, we certainly enjoy double taxation. 

MR, MASON: But there is this difference. The profits 
of a joint stock company are taxed, and then there is 4 divi- 
dend to the shareholders. Then later there is taxation accord- 
ing to the particular financial position of the dividendee. 
That is not on the same moneys. I mean to say, the income of 
the company is not the income of the sharcholders, It is a 
different case, But in this case, in the case of an exchange, 
there is this very important difference; that no matter how 
the government were to tax it, it is the money of the sub- 
Scriber, 

THE CHAIRMAN: Would you say the same for the investment 
income ? 

MR, MASON: Oh, absolutely. I say that for this reason, 
that the investment income, as soon as it comes in -- I do 
not mean it is done every week, but periodically -- that is 
divided among all the subscribers according to their shares 
and credited to their actual accounts, 

MR. ELLIOTT: Are the propertiss insured entirely 
businesses owned by corporations? 


MR, MASON: No, I cannot say that; I think some would ue 
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owned by firms, 

MR, ELLIOTT: They are 211 business properties? 

MR, MASON: Yes, all business properties. I do not 
want to be misunderstood in that. It may be that in some 
jurisdictions, perhaps in some of the states, reciprocals 
may deal in certain classes of property, smaller classes, 
and so on; but there is nothing of the kind that I know of 
in Canada. For instance, there is one reciprocal called the 
Canners, They would be all canners in that. Another would 
be wholesale merchants, and properties of that type. I think 
I am safe in saying that Substantially all of them, if not 
all, are commercial concerns already subject to taxation. 

THE CHAIRMAN: As a matter of interest, in what fields 
do the reciprocals operate chiefly; what type of industrials? 

MR, MASON: Large commercial concerns of various types. 

THE CHAIRMAN: Confined to any particular branch? 

MR, MASON: No, But there is a tendency for them to 
segregate, 

THE CHAIRMAN: That is what I mean; what is the segre- 
gation? 

MR, MASON: In one case it is canners., In another case 
it may be wholesale merchants. In another case it may be 
departmental stores, and buildings, That would not be ex- 
Cclusively so, of course, The reason they do that, of course, 
is this; and I am glad you asked me that question, They have 
common problems then which they try to meet. As a matter of 
fact one of the reasons why these people go into it is not 
for the matter of the saving that results, although most 
peonvle are looking for savings in these times if they can get 
them, but that is not the main consideration, The main con- 


sideration is that there is a picked seiection. A man or 4 
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concern cannot get into one of these exchanges unless he is 
exposed to a searching investigation as to the commercial 
record, as to the condition of the premises, as to the fin- 
ancial responsibility; and committees have to pass upon these 
things. If a concern does not measure up, it does not get in; 
because their object is to eliminate fire hazards, They have 
gone a tremendous way toward the elimination of fire hazards. 
These and other allied concerns were among the pioneers in 
arranging for the sprinklered risks, and one can readily see 
what a tremendous contribution that has been to savings in 
the insurance business, 

MR, ARNASON: The membership in these exchanges includes 
partnerships? 

MR, MASON: Yes, except that the number of persons con- 
ducting business as partnerships now, having regard to the 
number conducting them as incorporated companies, is compar’. - 
tively small, There would be nothing to prevent an individual 
from coming in, if he could qualify; but if there are any in- 
dividuals I know of none. However, it might be that a man 
might own a large concern in his own name, and still qualify. 

THE CHAIRMAN: Have the reciprocals in the United States 
been assimilated corporations, largely? 

MR, MASON: From my knowledge I would say undoubtedly no, 
because in 1942 this whole matter was the subject of an 
exhaustive inquiry before the United States Senate and House 
of Representatives, sitting separately; and they recognized -- 
I think I point that out in this brief -- the peculiar nature 
of the reciprecal exchanges. 

THE CHAIRMAN: It is not a matter of a partnership, or 
of a corporation, or of an association? 


MR, MASON: No, it is not one of those, Ina loose form 
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it is sometimes called an association. I think I have calied 


it an association myself, but that is only in a loose form. 


That is the distinguishing mark. 
"10. The fundamental idea of reciprocal insurance is 


to obtain protection at cost. It does not require for its 


operation the maintenance of a system of local agents,” 


=— 2 eee i 


This is one reason why we are attacked, I am afraid. We 
do not have to go out and sell insurance, It is true, I sup- 


pose, that there is some solicitation now, because that old 


4 


bar is not still operative, but it pretty well sells itself 
on account of the valuable nature of its protection. 

THE CHAIRMAN: That must be a great advantage, 

MR. MASON: Oh, yes; but I can easily understand why 
associations of agents would object to it, because they say, 
"We make our living out of this sort of thing," and so on, 
"Tt has a highly proficient inspection of risks. The opera- 
tion is much cheaper than that of a stock insurance company 
which must pay commissions on premiums to its agents. 

"11. It has become the practice of the attorneys to 
retain a portion of the subscriber's deposit by way of re- 
Serve to the individual credit of the subscriber until the 
amount represents a substantial surplus fund, This is always 
available for the payment of losses-and when the subscriber 
retires he is entitled to the full amount standing to his 
credit, less his proper share of losses and expenses incurred 
to the date of retirement, The investment income from the 
funds is the sole property of the subscribers and is appor- 
tioned to their respective accounts, 

"12, Each exchange has an advisory committee composed 
7 of representatives of the subscribers. This committe has 


the ultimate control of the affairs of the exchange, passes 
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upon the acceptability of the applicants for insurance and 

acts as trustee for 211 funds. The members of the committee 

are elected at the annual meeting of subscribers, An agree- 

ment is entered into by each subscriber giving the attorney 

the necessary powers to act on behalf of the subscribers, A 

copy of the agreement used by Associated Reciprocal Exchanges --" 

That is a group of six or seven of them, 

‘-- is hereto attached, Attention is drawn particularly to 
paragraphs 44 to 52 inclusive." 

I will not take time to read those paragraphs unless you 
desire me to do so, but in view of what has been said about 
a partnership, for instance, may I look at Section 47, which 
says: 

"No subscriber shall be or become liable for any default, 
failure or neglect on the part of any other subscriber," 

That is immediately at odds with the fundamental idee vi 
partnership, as to responsibility for profits and losses, This 
is purely an individual liability. Without taking time, be- 
cause I know how precious time is, and I think I have taken 
considerable already, I do want to say that whenevor any 
statement is made that may challenge the accuracy of what I 
have said, one does not need to go any place eise than to this 
document, That is one of the reasons I thought perhaps it 
would not be necessary to ask my friend Mr. Gerrish very many 
questions, because the answers to everything are there, 

"13. It is said on behalf of certain stock companies 
that there is a disparity in treatment between them and 
reciprocal exchanges. If one considers only the amount of 
taxes paid by a stock company as compared with the amount 
paid by an exchange there is a disparity on the surface but 


when organization and method are analysed there is in fact rv 
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disparity because there are no profits to stockholders on 

that portion of his income which the exchange has paid to hin, 
or is taxable in respect thereof. The proposals to Subject 
the exchanges to income and excess profits taxes, if carried 
Out, would not remove disparity. They would create disparity 
because they would impose a double taxation that does not now 
exist. 

"14, The amount of the premiums (so-called) of all ex- 
changes in Canada according to the report of the Superintendent 
of Insurance for Canada for the year ending December 31, 1940, 
was $762,728 out of a total of $84,168,663 or about 9/10ths of 
one per centum of the total, but the economic value of the 
competition afforded by exchanges and also by mutuals is of 
great importance because the giving of service to subscribers 
at a low cost tends to lessen the amount of premiums charged 
by the stock companies which for a number of years past have 
been such as to enable the companies to earn large profits." 

Proof of that will be found in the schedules attached 
to the supplementary brief filed by the joint stock companies. 
"It is of the greatest importance to all insurers that there 
Should be sufficient competition to keep rates within reason- 
able bounds," 

Stopping there a moment, speaking subject to correction, 
I think the total proportion of all the insurance carried by 
reciprocal exchanges and by mutuals in Canada is Something 
less than 10 per cent; probably 83 per cent. The great bulk, 
therefore, or something like 90 per cent or more, is carried 
by the joint stock companies, 30 we cannot say that the oper- 
ation of these exchanges has been such as to cripple the 
auount of insurance that the competitors are getting. But-one 


can readily observe that the providing of this competition is 
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a speedy check upon the charging of high premiums by joint 
stock companies, 

THE CHAIRMAN: When you say those companies earn large 
profits, I assume that applies to all insurance enterprises 
at this time? 

MR, MASON: No, I am referring to the joint stock com- 
panies, 

THE CHAIRMAN: Do you single them out as the only ones 
who have made large profits in the last few years? 

MR, MASON: Oh, no, Mr. Chairman; I am speaking purely 
of insurance companies, 

"In recent years the amount of taxes paid by individual 
companies with share capital has been high because the 
profits have been unusually high. If the premiums charged 
by these companies approximated more closely the aggregate 
of their losses and expenses and reserve requirements without 
leaving an excessive amount for profits their taxes would 
have been correspondingly small." 

What I say there is that if their premiums are lower, 
their profits are less, 

"The division of the fire insurance business between the 
stock companies and other types of insurers in Canada clearly 
Shows that the stock companies have not been suffering un- 
duly from competition, In the report of the Superintendent 
of Insurance for Canada for the year ending 1942 at pages 

XCV to XCVII inclusive, it will be found by making the 
necessary additions that the stock companies do 87.5 per cent 
of the whole business, 

"15. There has been pressure from some leaders in the 
insurance business to reduce the rates charged by the stocx 


companies, One of these gentlemen, Mr, W. E, Baldwin, 
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President of 'All Canada Insurance Federation! comprising 


about 200 companies transacting fire and casualty insurance 


business throughout Canada, was the author of several articles 


published in the New Yor; Journal of Commerce. Tn an article 


published in December 1939 he said: 
'In Ontario and Quebec, however, notwithstanding the 


fact that much time has been Spent in attempting to present 


Pd CL sa 


2 revision of rates which would reflect the excellent exper- 


ience on a number of classes, no action has been taken on the 


program Suggested. On one pretext or another every effort to 

bring about a change that would allow the public to benefit 

i from the promulgation of lower rates, and at the same time 

permit the associated companies to meet non-tariff competition 

has been effectively blocked.! 
"In an article published in December, 1940, he said; 
‘It 18 reasonable to anticipate that the end of 1940 

will terminate an era of seven years in Canada during which 

the loss ratio has only twice been above 40 per cent and the 
average for the period is 37.78 per cent predicted on our 
estimates for 1940 being approximately correct,! 

"In an article vublished in December, 1941, he said: 

; 'While some headway has been made by the territorial 
boards in Canada toward substantial rate reductions, the 
Canadian Underwriters Association has maintained its record 
of masterly inactivity in so far as Ontario is concerned, 
Outside of the reduction brought about by the writing of 

: mercantile policies for three years, no general rate reduc- 

tions have been made and many rates are entirely too high, 

48 the continuing favourable loss ratio clearly indicates, ! 
"While the loss ratio has increased in 1942 and 1943 


Owing apparently to conditions flowing from the war,Mr.Baldwin 
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_ Was Speaking of a situation existing as recently as the youn 


1941, 


"The very favourable loss experience and the high earn- 
ings of stock companies in Canada show how immune the premium 
rate regulating procedure of those companies is to considera- 
tions of interest to the policy holders, An insurance organ- 
ization with share capital can be taxed on the profit or gain 
enjoyed by the shareholders without reaching the eeaaad holder 
while, on the other hand, there is no way in which a purely 
mutual insurance organization or exchange can be taxed without 
increasing the cost of insurance to the members, 

"16, The distinguishing features of reciprocal insurance 
previously mentioned have been recognized in judicial de- 
cisions. The leading case on reciprocal insurance in the 
United States is Wysong vs. Automobile Underwriters, 204 
Ind. 493, 184 N.E. Rep. 783. 

"It held that - 'Reciprocal or inter-insurance is not 
a statutory entity but only regulated by law! and that 'It 
is by private contract that the relations created among and 
between the subscribers are fixed and determined,! 

"In the case of In re Manufacturing Lumbermen's Under- 
writers, 18 Fed. Supp. page 114, the court held that - 
‘Manufacturing Lumbermen's Underwriters is not an entity', 
that 'the sole constitution of this association is the power 
of attorney given by each subscriber to the attorney-in-fact,'! 
and that 'We have found nothing in the constitution of the 
association --!" 

--that is, using it in the same sense that we discussed pre- 
viously -- 
"t__pursuant to which the association as an entity separate 


from its subscribers and from the attorney-in-fact for each 
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Subscriber, can become indebted.' The last mentioned quc- 
tation makes it clear that while the word ‘association! is 
used the court does not regard the exchange as an association 
in fact, 

"There appears to be no form of underwriting in Great 
Britain answering to the description of a reciprocal exchange. 
While in some respects the practice of the reciprocal exchanges 
is similar to that of some mutuals, reciprocal insurance dif- 
fors from mutual insurance. In the reciprocal there is no 
company and no integral organization. The Liability of sub- 
Scribers is not joint but several. Each Subscriber secures 
insurance in Severalty from the other subscribers and is in 
turn liable in severalty to each subscriber. This method of 
underwriting is ‘peculiarly calculated to bring together risks 
of a similar character and hazard and this promotes a degree 
of emulation and specialization in fire prevention which is 
hot attainable under any other system. 

"17. In 1942 representations were made to the Congress 
of the United States of America asking that mutual insuranco 
companies and reciprocal exchanges should be subject to in- 
come tax, There were lengthy hearings before committees of 
the Senate and the House of Representatives in the course of 
which the nature of reciprocal insurance was very fully dis- 
cussed and eventually the treasury department of the United 
States took the position that there was nothing to tax against 
reciprocal exchanges except interest earnings. They agreed 
that the deposits paid by the subscribers Should not be taxed. 
They agreed with the view that it is the Subscribers who act 
and not the exchange, the exchange being a mere place and not 
an entity; that the subscriber does not pay 4 premium for in- 


Surance or contribute to any joint fund but, on the contrary, 
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pays a deposit which remains his individual property out of 
which the attorney, not the exchange, pays his proportionate 
part of the losses and of certain expenses, and that the unused 
portion is returned to the subscriber not as a dividend but as 
4a refund, It was also made clear to the treasury department 
that when the deposits are returned to Subscribers such re- 
turns are moneys of the subscriber liable to income and excess 
profits taxes, 

"It was further pointed out to the committees hearing 
the representations for and against the proposed taxation 
that an exchange should not be taxed for interest earnings 
because they do not belong to the exchange but to the res- 
pective subscribers and are credited to the Separate accounts 
of the subscribers, 

"In the result Congress gave each exchange an exemption 
as to net interest earnings up to $50,000 and imposed no ounew 
taxation of any kind on the exchanges. The legislation passed 
is found in the Revenue Act of 1942, U.S. Code Annotated 
Title 26, page 188 et seq,., particularly beginning with para- 
graph 207. 'Net income! is defined therein as gross invest- 
ment income less: 

(a) tax free interest, 
(b) investment expense, 
(c) real estate expenses, 
(d) taxation, 
(e) interest paid or accrued, 
) capital losses. 

After all of these deductions there is 1 further exemption 
up to $50,000." 

So the position there is that the only thing they tax 


in the United States is the investment income, after having 
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given -- 

THE CHAIRMAN: On what basis? If they exempt up to 
$50,000, they must assume that there is some taxable surplus, 
profit, gain, or whatever it may be. 

MR. MASON: I cannot say it would not follow, as one is 
sitting here, that that would not have been the necessary re- 
Sult. I have no quarrel with your statement, except that one 
knows from the proceedings that took place why it was done, 
They had to find a certain amount of money and, quite illog- 
ically in my submission, they did it in this way. 

"There is no comparable legislation in Great Britain 
affecting reciprocal exchanges as reciprocal exchanges do 
not exist there but apparently unincorporated companies are 
not liable to taxation," 
| I have not tried to follow out here the British method 
of taxation, because we have no comparable thing in brisain, 
and I have left it at that. My recollection from the reading 
of the material, which I have done at great length, is that 
that is accurate; but I find it is very difficult to construe 
a good deal of the British legislation, which is composed on 
a different basis from ours, 

Phos There is a manifest tendency on the part of the 
stock companies grouped in rating bureaus such as the Canadian 
Underwriters Association to make competition with them dif- 
ficult, That association or its subsidiary had furnished 
agents, particularly in Ontario and Quebec, with plans and 
rating material upon which the local agents had to rely very 
largely in taking applications for policies, As a result of 
litigation which ended in 1940 it was held that the association 
or its subsidiary had copyright in rating schedules, rate books, 


etc., and generally speaking that the copyright in the plans 
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wis the property of the association or its Subsidiary. 
Following this in 1942 the association sent to large numbers 
of local agents printed material and forms Of Agreement the 
general effect of which was that if the agents would give 

5O per cent of their business to members of the association 
for two years, and 75 per cent thereafter they would be en- 
titled toa class A rating which would entitle them to an in- 
crease in the amount of certain comm:.ssions; that if they gave 
the members of the association 35 per cent of their business 
for the two-year period and 50 per cent thereafter they would 
be entitled to a class B rating and be entitled to use the 
plans and rating material of the association and its Subsid- 
dary; but that if they did not qualify for cither class A or B 
they would be in class C and not entitled to use the plans and 
rating material of the association or its Subsidiary. Litiga- 
tion has been conumenced against various agents unwilling to 
enter into such agreements to force them to return the plans 
and rating material supplied by the association or its sub- 
Sidiary. The obvious purpose of this was to seek to increase 
the amount of insurance placed with the members of the assoc- 
intion, It is one of the associations now active in endeav- 
ouring to curtail competition of mutual companies and recip- 
rocal exchanges by having income and excess profits taxes im- 
posed on them. Sufficient copies of the printed materiai 
mentioned above are not available to add to all copies of 

this submission but a copy will be filed with the Commission 
when representations are made on behalf of the exchanges be- 
fore the Commission, It is submitted that far from assist- 
ing Canadian Underwriters Association in its attempt to obtain 
a virtual monopoly of the insurance business in Canada it is 


in the public interest that every fair means of competition 
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should be encouraged," 

This paragraph has to do with a matter that has arisen 
only comparatively recently, but I do submit it i3 a matter 
that should be brought to the attention of the Commission, I 
gather from the Supplementary brief thet the joint stock com- 
panies, upon whose behalf the brief is filed, are the compon- 
ent parts of the Canadian Underwriters Association, 

MR, PARKER: Wovld my learned friend pardon me for a 
moment, I notice that in addition to reading the brief he 
is making a rather extensive argument. In view of that i 
wonder if he would be good enough at this stage to tell me 
on what basis he considers the argument set forth in paragraph 
18 relevant to the matter before this Commission, so we can 
judge the value of his argument. 

MR. MASON: Yes, I will do that in a word. The brief 
on behalf of the joint stock companies emphasizes certain 
purposes for which this Commission is being asked to tax ex- 
changes and mutuals. They say the country needs the money, 
and the reciprocals should pay; and they point in their 
Supplementary brief a large number of things that Shey have 
done for the benefit of the common weal, and so on, I merely 
want to Suggest to the board that the interests of the Can- 
adian Underwriters Association, since wo are competitors, may 
be of a different character; and that, as I see it, one of 
the purposes of the submissions which they are making is to 
interfere with or at least cut down the competition they now 
meet from the reciprocals and the mutuals by reason of the 
particular methods we adopt in our work in Canada, 

The only point I want to make here is this, and I need 
not take time to go into it very deeply. Having established 


by certain litigation ownership to certain rating material, 
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plans and so on, the Canadian Underwriters Association thon 
Sent out to agents throughout Ontario and Quebec these pro- 
posals, which I will be glad to file with the Commission, 
The first proposal was that if any agents would transact Such 
An amount of business with them, if they would give the Can- 
adian Underwriters Association 50 per cent of their total 
business for two years and then increase the percentage to 
(5.-per cent, the association would give them an increased rate 
of commission and allow them the use of all their material, 
I do not know whether you have had anything of this kind be- 
fore yous The ability to refer to rating material and plans 
is an extremely important thing to an agent in a smaller place, 
or in fact ina city. Then they Said, "If you do not get that 
amount, but you will give us 55 £ Yr cent for two years and 
then 50 per cent, then you do not get any increased commission 
but you get our rating material, 

THE CHAIRMAN: ‘The point of Mr, Parker's observation is 
whether this argument is going to be of much assistance to us 
in the task we have to perform, It deals with your competitors, 
but I do not see that it is advancing our cause particularly. 

MR. MASON: If the Commission is not going to pay any 
attention to the portions of my learned friends! brief that 
are taken up -- 

THE CHAIRMAN: No, we have read their brief, 

MR. MASON: That is my sole purpose in doing it. TI want 
to indicate that there might be other reasons for the propo- 
Sitions that are being made by the joint stock companies and 
those which appear in the brief of my learned friends. Now 
the next paragraph of my brief follows: 

"19. In 1942 the Special War Revenue Act was amended. 


Section 14 as enacted by section 5, 6 George VI provides: 
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'(1) That an insurance company, other than a Lloyd's 
438ociation or a mutual company not carrying on the business 
of life insurance, or an exchange, shall pay a tax of 2 per 
contum upon the net premiums Heneivae by it in Canada, less 
net premiums paid for re-insurance; 

'(2) That every Lloyd's association and every mutual 
company not carrying on the business of life insurance and 
not carrying on the business on the premium deposit plan 
Shall pay a tax of 3 per centum upon the net premiums re- 
ccoived by it in Canada less net premiums paid for re-insurance; 

'(3) That every mutual company carrying on business on 
She premium deposit plan and every exchange shall pay a tax 
of 4 per centum upon the net premiums received by it in 
Canada,'" 

MR. PARKER: The same argument will apply to this para- 
graph, as to whether this argument is relevant. We understand 
the argument, but what I should like to know iS on what ground 
my learned friend makes it here. 

THE CHAIRMAN: Perhaps Mr, Mason might make the argument 
and omit the reading of the sections, 

MR. MASON: My task here is lightened very considerably 
by the brief filed by the joint stock companies, the main 
brief, because on page 11, paragraph (c), they say: 

"That the recognition by parliament that reciprocals and 
Mutuals enjoy an advantage over the stock companies, appearing 
from the differentiations in the premium tax, indicated by 
Section 14 (1), (2) and (3) of the Special War Revenue Act, 

6 and 7 Geo, VI, Chapter 32, Section 5, be eliminated as 
being in no wise an equalizing measure, and consequently that 


Such sections bo repealed; and/or that all insurers be put on 
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 n equal tax footing," 

"20. It is submitted that this discrimination should be 
removed and that the tax upon the net premiums of all companies, 
18sociations and exchanges transacting the business of fire 
insurance in Canada should be upon the same percentage of net 
premiums, Section 4 of 6 George VI defines 'net premiums! 
in the case of mutuals carrying on business on the premium 
Geposit plan and in the case of exchanges as being the actual 
net cost of the insurance to the insured during the taxation 
period, together with interest on excess of the premium deposit 
over Such cost at the average rate earned by the company on 
its funds during the period. No similar charge for interest 
is made against stock companies and it is submitted that this 
constitutes an additional discrim nation in favour of the stock 
companies against the mutuals mentioned and exchanges which 
should be removed," 

‘We have been discriminated against in the past, since 
1942, and my learned friends agree with me that that discrim- 
ination is improper and should be removed, 

"21, In brief it is submitted: 

"(1) That neither the provisions of the Income War Tax 
Act nor of the Excess Profits Tax Act should be extended to 
reciprocal exchanges for reasons inherent in the nature of 
the services performed by them as hereinbefore set out, 

"(2) That their exemption from the provisions of these 
Acts in the past has been based upon adherence to sound prin- 
ciples of taxation, 

"(3) That imposition of such taxes with respect to ex- 
changes would mean double taxation; that exchanges have no 
prorits and whut not be subject to tax as the moneys are 


taxable in the hands of the subscribers, 
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"(4) That . reciprocal exchange is not a commercial 
venture for profit but merely the provision of mutual pro- 
tection at cost, 

"(5) That a reciprocal exchange is not an entity, has 
no woney ans is merely a place at which subscribers exchange 
contracts with one another, 

"(6) That the rate of taxation imposed upon reciprocal 
exchanges under the Special War Revenue Act, as mentioned in 
the foregoing paragraph number 19, 18 maee in excess of the 
rate imposed upon stock companies,” 

In closing, 2s I have said, I have not had time to examine 
with sufficient care the supplementary brief that has been 
filed by my learned friends, but I notice one observation that 
I should like fe mention: 

THE CHAIRMAN: Are you purporting to argue now? I should 
not think you should do that now. I think the procedure would 
be to have your client go in the box and be sworn and answer 
Such questions as may be directed to hin. 

MR. MASON: I did not propose to do that, There was an 
observation here some place, that the contributors and partic- 
ipators were not one and the same; that is, in the joint stock 
companies! brief, All I want to say is that there is a con- 
plete identity in the case of an exchanges, That is, the people 
who pay the money are the people who receive the portion of 
the money paid, There are no outsiders; there is complete 
identity. 

That is all I wish to say at this time, As TI have 
mentioned to-you on more than one occasion, the whole form of 
organization is covered in the material at the. back; and if 
there is any matter as to that, or any matter as to the prac- 


tice of the exchanges, I think probably I can answer it; but 
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Mr. Gerrish 


if it is any matter of fact, Mr. Gerrish is here to answer 


it, 


MR. V. M,. GERRISH, 
Canadian Representative, 
KE. W. Brown Company, 

New York, Nive; 


having been duly sworn 
testified as follows: 


MR. MASON: I may say that the attorney-in-fact for a 
humber of these larger exchanges is E, W. Brown Company of 
New York, and Mr, Gerrish is his Canadian representative. 

BY MR, PARKER: 

Q.- As Mr, Mason has said, you are the Canadian represen- 
tative of the Brown Corporation, or whatever it is; the 
attorney-in-fact? A, Correct, sir. 

Q. And as such you have charge of the clerical work, 
the office management and that sort of thing, in Canada? 
he. That is right. 

@- How long have you been occupying that position? 

A. Twenty-two years, 

Q. So you are pretty familiar with the organization of 
this association? I take it that before you began business 
you got a licence, did you, from the federal department? 

A. Yes, gir, 
| Q. Does that come under your direction, the application 
for and the securing of that licence? Aer NQ@, e223 

Q@. Have you records relating to the application for the 
licence and the granting of it? I assume all these ten com- 
panies have licences from Ottawa? As. Yes, sir, 

MR, MASON: He acts only for these six or seven, 

MR, PARKER: I understand that. 
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Q. Have you among your papers or in your files the 
licence granted by the federal department? A. Yes, sir, 

Q@. Have you copies of the applications that were made 
for those licences; have you them? A. I would think not, 

Q. Have you ever scen them? A. Not to my knowledge. 

Q. You have seen the licences; they are all filed there? 
A. Yes, 

Q. Who are the licensees mentioned in those documents? 
You have not a copy of them here, I suppose? Aa? (NOy> air; 

Q. Could you furnish us with copies of those? A. Yes, 
Bir. 

Q. Speaking from your recollection if youncen ==) 
realize that you are:dealing with a written document -- who 
is the licensee mentioned in them? A. My recollection is 
that when the original licences were issued by the Federal 
Department of Insurance, they were issued to subscribers at 
New York Reciprocal Underwriters or Individual Underwriters, 
2s the case may be, My recollection is also that renewal 
licences have omitted any reference to "subscribers at" 
but for the sake of convenience, or something of that sort, 
have merely mentioned the name of the exchange, 

Q. What I am getting at is this. Is it the exchange 
that is licensed to do business, under the name of a certain 
so-and-so, or is it 50 or 60, or whatever number it may be, 
different individuals who are licensed to carry on business 
in Canada? Which is it? A. The name of the exchange, 
prefaced by "subscribers at", 

Q. But take the name of one of these, the New York 
Reciprocal Underwriters? A. Yes, sir, 

Q. That is, the party that is licensed is the subscribers 


to the New York Reciprocal Underwriters, at such a place? A. No, 
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Q. How does it go? A, "Subscribers at New York 

Reciprocal Underwriters," 
BY THE CHAIRMAN: 

Q. Is the word "at"? A, The original licence used 
the word "at", 

BY MR, PARKER; 

Q. When was that issued? A. I think the original 
licence was issued in 1919. 

Q. What about the current licence; how is that issued? 
A. No reference is made on current lieences to the words 
"subscribers at", 

Q. What is the thing that is licensed, then; the New 
York Reciprocal Underwriters? A, That is right. 

Q@. That is the thing, as we may call it, that is 
muceneed, 18 19%" A, That is right, 

Q. And does that apply to the others as well? A. Yes, 
eit, 

Q@. But it is not the place that applies for that 
licence, You have been there twenty-two years, you say? 

A. The original licence -- | 

Q. Iam not talking about the original licence; I am 
much more interested in the current licence. You have been 
there twenty-two years, so I take it that you would have some 
knowledge of the licences that have been issued from the time 
you went there, on? A. That is right, 

Q. Taking any of them that you do recall, perhaps you 
do not recall them all, I assume an application was made for 
the licence by somebody? A. Wes, sit, 

Q. That is correct, is it not? A. That is right. 

Q. And did you have the supervision of those applications? 


You prepared that application at the time, did you? A, No,sir. 
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Q. For any of these renewals? has NO, SiD7, 

Q. That was done where? A. From the head office of 
the attorney-in-fact corporation, 

Q. But from your knowledge do you know who signed those 
applications? Were they signed by 40 or 50 different indiv- 
iduals, asking that they be licensed, or were they Signed ené 
same way the licences are issued, The New York Reciprocal 
Underwriters? A, Signed by the attorney-in-fact corporation. 

Q- I know that is who it was signed by. 

MR, MASON: That is what you asked him; who signed it. 

BY MR. PARKER: 

Q. In whose name was the application made? Acs The 
attorney-in-fact corporation, for the exchange. 

Q. He asked that a licence be issued to the exchange? 
a, That is right. 

Q. He does not ask that a licence be issued to 40 or 40 
different individuals, does he? A» tpehlos 

Q. Do you have to make -- and by "you" I mean this group 
of men -- do they make annual returns of any kind? Aa, X88, 
Sir. 

Q. Of the amount of business done in Canada? A. Yes, 
sir. 

Q. You have charge of the preparation and forwarding 
of those returns? Ae» ee, Sit. 

Q. Who signs those returns? Who makes the returns? 

A. The attorney-in-fact corporation, in the name of the ex- 
change. 

Q. Have you copies of those returns? A. I have blank 
copies of the form of return. 

Q. Have you a blank copy there that you can show me? 


A, Yes, sir. 
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Q. What I am getting at is, who really makes the re- 


turn, whether it is the New York Underwriters or whether it 
is 380 many individual men, This is just a blank form fur- 
nished to you by the department to fill in? A, Yes, giz, 

Q. Is there not a place for it to be Signed? A, On 
the very last page. 

Q. You say that the practice is for this to be Signed 
by whom? A. The attorney-in-fact corporation, in the name 
of the chief agent in Canada, 

Q. I did not quite get that? A. The chief agent in 
Canada is the registered name that is filed. 

Q. The chief agent in Canada for what, or for whom? 

A. For the attorney-in-fact corporation, 

Q. That is the Brown Corpozation? A, That is right. 

Q. That is the way those are signed? A. That is right, 

Q. I have not gone through the report in detail, but 
does it contain a place and form so that there is inserted the 
name of every subscriber, or is it a general return setting 
forth the information as to the business done by all? A. A 
goneral return setting forth the business done by all. 

Q. It is not segregated in the report? A. No. 

Q. Did you have anything to do with the preparation of 
this brief which has been read? Re NOs OLY, 

Q. That was pur counsel, I suppose, who prepared that? 
A. I had nothing to do with the preparation of the brief, 

Q. You do not take responsibility, then, for any state- 
ments of fact stated therein? Ka” NG, Sis. 

Q. Have you read it carefully since you have been here? 
A. Yes, sir, 

Q. Are you prepared, from your knowledge of the’ business, 


to say that the statements of fact, apart from the arguments 
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and inferences, are true? A, Yes, sir. 

Q. There is one statement here; I am not quite sure 
whether it is a statement of fact or of law, or whether or 
not it is true in any case, In paragraph 3, page 2, I refer 
to the opening sentence, These questions are merely to try 
to clarify just what this means, because I do not know very 
much about this, and I am going to assume that some of the 
Commissioners are new to some of the details of this, and we 
are trying to help them. You say: 

"As reciprocal insurance developed it became convenient 
to have a common agent or attorney who would transact the 
pusiness of the exchange." 

I suggest to you, or rather it would seem that there are 
two things there; that there is -omething called an exchange, 
which is quite different from what is said later on in the 
brief, to the effect that an exchange is merely an office 
place, a room like this, with chairs and tables and type- 
writers, They say that is the exchange. I do not think that 
is the way the word is used here, do you? 

MR. MASON: With deference to my learned friend, I think 
I made that explanation to you, Mr. Chairman, as I went along. 

MR, PARKER: Well, my learned friend made an argument 
on it, and that is the difficulty of having one man prepare 
a brief and somebody else giving evidence on it and discussing 
it. The other thing here is that that thing, the exchange, 
whatever it is, I am quite sure a plain office does not do 
business by itself. It is rather an inadequate sort of thing; 
but that exchange, whatever it is, does carry on business, Is 
that as you understand it? 


THE WITNESS: Carries on business with its own members, 
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BY MR, PARKER: 

Q. I am not interested in with whom it carries on 
business; just that it carries on business, It is an exchange 
carrying on business, You say it is something carrying on 
business with its own members, do you? A .L be d8, 8 -paaes 
ati which the business of the members is transacted, 

Q. Is the exchange merely a place, or is it an aggrega- 
tion of people? Reto dt, 18 a. place, 

Q. Or the activities of somebody enrolled ina sort of 
unit? Which is it? A. A place, 

Q. Merely a place, That is your understanding? A. Yes, 
air. 

Q. Then on page 4 of the brief I see this: 

"Theoretically the amount csposited by a subscriber 
need be only sufficient to take care of his portion of the 
cost of operating the exchange --" 

Again I suppose that means operating this office? 

Me 108, 

Q. it goes on: 

"_~ in which event there would be no money available for 
taxation in the hands of the attorney, but in practice it 
is found desirable --" | 

Why is it found desirable? What makes it desirable 
to make such a great over-deposit of more than is needed? 

A, It would be very difficult in an underwriting sense to 
foresee the amount of losses which might be incurred, 

.Q. Yes, but this company does not operate in the 
ordinary underwriting sense; it does not do bigtneas: we 
are told by your counsel; they only exchange contracts with 
each other, as I understood the argument a moment ago. 


A. Well, the contracts exchanged are contracts of indemnity. 
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Q. I understand that. But do you understand that they 
are carrying on business like ordinary joint shook companies, 
carrying on insurance business? A. No, 

Q. In that particular way? A. No. 

Q. They are not carrying on an insurance business? 

A, No, } 

Q. That is, the exchange is not, nor the individuals? 
A. Your question, sir, was "carrying on business in the same 
manner as the joint stock companies,” 

Q. In the sense that you are carrying on the insurance 
business, I did not mean the exact details, but the real 
fact, Are you carrying on business? Is this exchange thing 
carrying on business, or is it not? A. I cannot subscribe 
that it is. 

Gy  Adl right. 

BY THE CHAIRMAN: 

Q. Would it not be practicable to have the deposit made 
when the loss has been ascertained, rather than make the de- 
posit first? Ae It would be very impracticable. 

Q. Why? The difficulty of collection? A. For two 
reasons, One is that there are several thousand members of 
various exchanges with which I am associated, and they are 
scattered in all the provinces of Canada and in all the 
Se of the United States, 

Q. That is merely a convenient way of collecting, is it? 
A. That is the reason it would be impracticable to do as you 
Suggested, 

BY MR, PARKER: | 

Q. But it is not a matter of absolute necessity, is it? 

That is, it could be done the other way, as far as the nature 


of the business is concerned? A. Oh, yes. 
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Q. It is only an administrative convenience to do it 

in this way? Ae YOR, 
BY MR, VAUGHAN: 

Q. Has it not happened in certain years that pretty 
well all that deposit has been required; and in some years 
the amount of the deposit may be pretty well used, while in 
other years it may be only half used? It is the purpose of 
the full deposit to protect against what might happen in some 
unusual year? A, That is correct, There have been years in 
which the deposit has been fairly well entirely used up, which 
possibly confirms the reason I gave as to why the deposits in 
their size and character are now required. 

BY MR. PARKER: 

Q. Then go on a little further down the page, to para- 
graph 6. Iam not going to keep you very long with this, but 
there you say, “the office operated by the subscribers,” Look 
at the word "office", Does that mean, again, merely the 
physical office operated by the Subscribers? As a matter 
of fact they do not operate the physical office at all. You 
operate that, do you not? You are in the office and the 
Subscribers are not there at all, except I Suppose only now 
and again? 

MR, MASON: You have not read it all. 

MR. PARKER: Is that not correct? The ordinary day-to- 
day operation of the office, which you are talking about here, 
is conducted by you and your staff, not by the subscribers. 

Is that not correct? 

THE WITNESS: Only as a representative of the sub- 
scribers; as their employee. The subscriber employs the 
attorney-in-fact corporation to conduct the affairs, and I 


am employed by the attorney-in-fact corporation, 
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BY MR, ARNASON: 

Q. is there & considerable acne in the membership 
of the various exchanges? A, No; very little. 

Q. I was wondering whether the amount required as a 
deposit had any relationship to the possibility that there 
would be a change in membership from year to year, and whether 
that was the reason for that amount? A. No relation, 

BY MR, PARKER: 

Q. What I was trying to get at is the meaning of this 
brief. You say, "the office operated by the subscribers 
through the attorney." Do you really mean there what I 
would call the physical office, the tyrewriter and the chairs 
and the place where they are contained, or do you mean the 
buSiness that is conducted in trat place, when you are re- 
ferring to the word "office"? A. I mean the physical equip- 
ment. At least that is my interpretation. 

Q. And that thing is commonly known as the exchange; 
and that is the thing that applies for and gets a licence to 
do business with these physical assets, Does that make logic 
to you? A. It does not sound logical to me, sir, 

Q. Then you go on and say, "and for that reason the 
Assemblage of the subscribers." I suggest to you that there 
is the real meaning of the whole thing; that the subscribers 
are treated as a group, a unit, an association or whatever you 
care to call them. There is some sort of group acting to- 
gother carrying on business in this office. Is that a fair 
way to put it to you, do you think? A. Yas, 

| Q. And you go on: 
".-commonly known as an exchange with some additional name to 
identify the particular group.” 

I should read the line before that: 
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"--for that reason the assemblage of the subscribers in a 
particular group is commonly known as an exchange," 

That is what I thought it was; the group or assemblage 
working together. It is known as the exchange? A. Yoes,sir. 
Q. You do not subscribe to the statement, or do you, 

that what is meant by the exchange is merely the place, the 
office in which you, for instance, carry on the business? 

That is a rather far-fetched view, in your opinion, is it not; 
Or is it? A. I would not say so, sir. There has to be 
Some place where this assemblage of subscribers transacts its 
buSiness, 

Q. I suggest to you, and perhaps this is a question of 
law which I should not put to you but which will have to be 
argued later on, that the type c* business that is being 
carried on there is what perhaps lawyers might call an un- 
registered partnership? 

MR. MASON: Surely my learned friend is not going to ask 
this witness whether the type of business is that of an unreg- 
istered partnership. That is purely a matter of law. 

MR, PARKER: I introduced the question by anticipating 
Such an objection, 

THE CHAIRMAN: I am sure Mr. Mason could answer that, 
but I do not think the witness should be asked to do so, 

MR, MASON: In the previous paragraph the language is, 
“commonly known as an exchange," which it is. 

BY MR. PARKER: 

Q. Then in paragraph 11 in page 4 you go on to say: 

"Tt has become the practice of the attorneys to retain 
a portion of the subscriber's deposit by way of reserve," 

How is that decided in practice, just hcw much will be 


retained? A, It is mentioned in the ‘subscriber's agreement. 
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Q. It is decided by the advisory committee, within the 
limits of certain other sections in the agreement? A, That 
is right. | 

Q. You say it has become a practice to do that. It is 
a little more than a practice, is it not? They have to do 
it, in accordance with the terms of the agreement, or by some 
law, do they not? Is it necessary'to hold back any money? 

A. In accordance with the agreement it is necessary, 
BY THE CHAIRMAN: 

Q. As the "substantial surplus fund" to use the words 
in paragraph 11, increases in your exchange, do you reduce 
the initial deposit required? he 1 ae 

Q. The rate is the same year after year? A. It is 
Substantially the same year aft>or year, 

Q. Then what is the purpose of the substantial surplus 
fund ? A. To take care of extraordinary, unforeseen, heavy 
clains, 

BY MR, PARKER: 

Q. I thought the over-deposit was intended for that, 
in the first place. You have eight or on times the amount 
you expect will be required in the first place, do you not? 
A. Pardon? 

Q. Each year you take a great deal more than you expect 
the losses to be in that year? A, Some more, 

Q. Considerably more. How many times more than the 
actual estimated losses? A. Possibly four or five times, 

Q. You take that in order to have something on hand 
for unexpected losses, do you not? A. Yes; but the de- 
posits that are collected in that way, on becoming unused 
go into the subscriber's reserve fund, so it is the same 


money. 
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Q. IS there any limit to the amount of the reserve fund 
you want to set up? A. Yes, it is limited by the sub- 
Scriber's agreement. 

Q. What is the limit? Would you point eae oe me the 
clause in the agreement which says where the upper limit is 
reached? A, Paragraphs 48 and 49 should be read together 
in that respect. 

Q. All right; we will have to read them at our leisure. 
Then this is clear, that these reserves and what we will call 
the over-deposits until such time as they are placed in the 
Surplus funds, are they invested? A. Yos, to some extent. 

Q. Well, I suppose to whatever extent is necessary in 
order to leave you enough for ordinary purposes? A, YOR, 
that is right. 

Q. And that yields considerable income, that investment? 
Right? A. Well, I would not say considerable in relation to 
the premiums advanced, 

Q. I did not say in relation to anything in particular; 
there is a substantial income from the investments, is there 
not? Ido not care how much, whether it is $10,000 or 
$10,000,000. I am not interested in that, but I use the 
word "substantial"? A. Yes, I think that can be taken as 
correct, 

Q. Then I would.,like to know just how those investments 
are made, and how the records are kept. Have you some Victory 
bonds, for instance, in any of those investments? A, Yea. 

Q. Are those Victory bonds registered or bearer bonds? 
A, Bearer bonds, for the most part, 

Q. Is there any record in your office, the office which 
you keep, that will show that such and such a Victory bond 


belongs to such and such a subscriber? A. No, 
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Q. I8 there any ledger account kept showing that there 
i838 SO much money which has been received from John Jones, and 
so much out of his deposits has been used for expenses and so 
much has been used for the surplus fund, and that he has so 
much left to his credit? A, Yes. 

Q. A ledger account shows that? Ay on, 

Q. And does that same ledger account show how much of 
his portion of the money you still have in your hands is in- 
vested in Victory bonds? A, There is one item on the ledger 
sheet which shows the subscriber's share in the interest in- 
come. 

Q. What is that? A. There is an item on the ledger 
sheet for each subscriber which. shows his share of the in- 
terest income from the investme rts, if that answers your 
question, 

Q. Let us come back to the point when, we will say, ycu 
have given an order to buy so many Victory bonds; let us say 
$25,000 worth. Who makes the subscription; who is the buyer 
on the application form? A. The attorney-in-fact corpora- 
tion, with the approval of the advisory committee, 

Q. On behalf of whom? A. Of the advisory committee, 
the trustees, 

Q. They are the real purchasers, as far as the applice- 
tion for the Victory bonds are concerned? A. The advisory 
committee as such are not the purchasers. The advisory com- 
mittee, they are the trustees for the funds of all the sub- 
seribers, naturally authorized or otherwise the management or 
attorney-in-fact to make the purchase or not. 

Q. But in making the purchase to make up the $25,000, 
do you go through your books carefully and say, "Now, Jones 


has $5,000 that I can use, and this other fellow has $2,000, 
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and somebody else has less, and with all that we dad wake up 
the pot." Is that how it is done? A. No, sir, 

Q. How is it dons? A. The funds in the bank that 
are owned by all the subscribers, 

Q. Ina common bank account? A. Yes, Bir, 

Q. In the name of? What is the name’of the bank account? 
A. The New York Reciprocal Underwriters, 

Q. The bank account is in the name of the New York Recip- 
rocal Underwriters, and I suppose you are the Signing power 
who issues cheques? A. One of them, 

Q. Who else? <A. Several members, several officers of 
the attorney-in-fact corporation. 

Q. At any rate, a group of you have authority to issue 
cheques on this common account “hich is kept in the name of 
the exchange? A. Subject to the approval of the advisory 
committee or trustees, 

Q. But in fact it is kept in the name of the exchange? 
A, That is right. There are two bank accounts, one called 
a trustees! account, in which the bulk of the funds are 
naturally kept; the other called the New York Reciprocal 
Underwriters. 

Q. Who is the depositor; the New York Reciprocal Under- 
writers? Is that the name which appears on the deposit slips 
as the depositor? A. Further designated by the name of the 
account. The New York Reciprocal Underwriters might have two 
bank accounts, one called the trustees! account -- 

Q. I say that is how it is designated? A. Yes, sir. 

Q. And the proper officers issue cheques on them? 

A. That is right. 
Q. And you have this common bank account made up, you 


say, of moneys belonging to a great many different people? 
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A, That is right. 

Q. You issue a cheque to buy one block of bonds. Do you 
figure out, as you buy, whose money you are using, and buy so 
much for each member, or do you simply issue a cheque on be- 
half of all of them? A. The bonds are purchased on behalf 
of them all. 

Q. Then having received a quantity of bonds, we will 
say there is $25,000 worth of bonds, what do you do with them 
then? How are they allocated to the individuals? A. The 
par value of the bonds in the aggregate, plus any cash which 
may be in the bank, iS continuously a credit to all subscribers 
in a pre-determined ratio. 

Q. And when the coupons are clipped and you have some 
extra deposit, you again adjus* cach member's account so he 
will get his proper share of that interest? eA. That is 
right. 

Q. You have a variety of investments? They are not all 
Victory bonds? As They are substantially government bonds, 
Q. There is some variation, at any rate? A. Yes, 

Q. And is all the money belonging to one Subscriber 
always invested in the same type of bonds, or is it mixed up? 
A. He participates in his share of all types of investments, 

Q. Then on page 4 of the brief, in paragraph 9, I just 
want to make sure I understand this: 

"Tf a man insures his business in a stock insurance com- 
pany the premium he pays is deducted from the income of his 
business as a business expense." 

You know that to be so, du you? A. Yoa, 

Q. That is, when he pays out a $100 premium, that is 


allowed to him as a business expense? A. That is right. 
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Q. Then you go on: 

"If he is a subscriber in an exchange the moneys paid 
by him and not needed are returned to him and taxeac to him as 
additional income --" 

When a man who becomes a subscriber pays out, we will 
not say a premium but this deposit, does he charge that all 
up as an POeny 5 at the time? A. I would say so, 

Q. Do you know whether there is any uniformity on that 
at all? A, Not having run a joint stock company business of 
any sort, I cannot say I know or not. I would think, if I 
may be nermitted to say that, that if a subscriber pays an 
advance sum to the exchange, it would be a business exvense 
in the same sense as if he paid a premium to a joint stock 
company; but if and when he is. -eturnod a vart of that advance 
deposit, then that would bo reducing the initial deposit by 
the sum of the return, and therefore he is taxed accordingly. 
That would be my thought and understanding as to how it 
probably works out. 

Q. The part which you retain in the surplus fund and 
do not pay back to him, how does he treat that? Having taken 
his credit for the whole thing when he pays it in -- it is 
not a premium, as JI understand your contention to be, but this 
. deposit is treated as an expense at the time it is made. Then 
when he gets his portion back you say that is treated as in- 
come to him? A. Or a reduction of that particular initial 
expense, 

Q. Then what about the part you keep and that he.does 
not get back? A, Ido not know what the subscribers do, 
That is their own business. I do not know. 

BY MR, ELLIOTT: 


Q. May I ask a question? When interest is received on 
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these securities it is divided among each of the subscrihers! 
accounts? A. Correct, 

Q. And presumably the proceeds of the investment, unless 
needed to pay losses, are reinvested in securities? A, Yes, 

Q. And the interest returned on this reinvestment is 
again apportioned to tho accounts of the subscribers? A, That 
i8-vight, 

Q. And in the meantime, as far as you know, your sub- 
Scribers do not report these various allocations of interest 
to their accounts as income received during that period? 

A, I would say not, because they only get one accounting from 
us 4 year, as of the end of the calendar year, 

Q. Then do you know whether in each year they show as 
income changes in their accounts with you, either as income 
or expense each year; that is, changes in the balance of their 
accounts? A. I couldn't answer that question definitely 
without being advised officially as to what subscribers do 
in regard to the manipulation or operation of their own books, 
I would assume that they probably do. 

Q. They are notified by you each year? A, Ves, 

Q. As to the amount of their balance? A, That in 
right. 

BY MR. VAUGHAN: 

Q. Referring to those reserves again, when they reach ° 
&@ certain point do they stay there; that i3, with respect to 
the subscriber, or do they keep increasing all the time? 

A, No, sir, The subscribers! agreement provides for a limit 
in the amount of reserve which can be accumulated in the name 
of any subscriber, 

Q. And when the reserve reaches that amount, is the 


unrequired part of the deposit repaid fully? A. Yes, that 


am , oe 
an a’ Th. ee nae ae 


j 
ae Tee F 
i is itis 


a 7 Carey ~*~ 
ob 1 aml aie 
: “et “ 


‘ fy 


m4 veel 


a Ec 


Jan 4 ce | 


enn yaa “Ri 


‘ot pwuder 


‘ 


oc? et @pegiger- 


“a 
Is Ct Peele ae 
Te bipow r a] 


al ee, 
ee 

a +s) " RE rs 

. Oe « 


ia. 


ae out Tot dur om my 


a) wied count -* ig a A, Ort hu ‘“ fie 


-5660- Mr, Gerrish 


is paid, Any excess of reserves, determined as such at cho 
end of the year in accordance with the agreement, is returned 
to the subscribers in cash, plus all of their unused deposits 
for that year, | 

BY THE CHAIRMAN: 

Q. Any return made to the income tax authorities in re- 
gard to either the allocation or the return payments? A, No, 
22", | 

BY MR. PARKER: 

Q. Out of this over-all deposit that you receive, let 
us follow that right through, there are certain office ex- 
penditures deducted from each man's deposit? A. Yes, sir, 

Q. And his share of the losses is taken out? A. Yes, 
917, 

Q. And what is the first thing you set aside by way of 
reserve out of what is left? A. It all goes into the sub- 
Scribers' accounts or remains in the subscribers! accounts, 

Q. iIt is to their credit? A. Yes, 

Q. But there comes a time when you apportion a certain 
part of that to a reserve, is there not? A. No, not in 
accordance with the set-up. 

Q. I thought the agreement provided for a certain re- 
Serve to be set aside. Do you not do that? A. The Kepaos 
ment does provides that -- 

Q.- Note clause 29(a) of your agreement, What does that 
mean, and what do you do under that? These are the powers and 
duties of the advisory committee? A. Yes, 

Q. Let me read it: 

"Establish and maintain a reserve for contingencies, to 
be accumulated out of current income and used at its dis- 


cretion for the benefit of all subscribers." 
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Do you take any action under this clause? A. I think 
the way you read it is not entirely correct, I think you have 
to read the first sentence: 

"Each advisory committee shall have full power and dis- 
cretion to -~" 

Q. That is right. Now I am asking you if they do it? 

A. Yes, they do, 

Q. Do they take action under that clause? A, Yes, they 
do, 

Q. Then tell us what action they take by way of main- 
taining a reserve for contingencies. How do you work under 
that? A. There is a contingency reserve established, 

Q. On what basis? How is the amount arrived at, and 
what is done with it? A, It is determined on a certain 
percentage of the advance premium deposits, or maybe a certain 
percentage of the unused premium deposits for the year. 

Q. But you must be careful ean. There are no premium 
deposits? A, Advance deposits. 

Q. Just stick to the word "deposits" so we will not 
get mixed up. The deposit is made? A. Yes, | 

Q. You have paid your office expenses out of that, and 
you have paid your losses? A, Yes, sir, 

Q. I assume an advisory committee, acting under the 
authority given to it under the agreement, proceeds to do 
Something in connection with what is set out in paragraph 29(a), 
namely for the maintenance of a reserve. Tell me how they 
go iesut that? A. At some meeting of the advisory committee 
they will authorize the attorney-in-fact to set aside certain 
funds for contingency reserves, 

Q.- Can you tell me how they arrive at the amount? Is it 


4a certain percentage of the gross deposit, or a certain 
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percentage of what is left over? A, It may be arrived at 
in various ways, 

Q. How is it, to your knowledge? A, I cannot answer 
that question, | 

Q. At all events they do direct that a certain sum be 
Set aside? ae” LOR, 

BY THE CHAIRMAN: 

Q. The paragraph refers to your "current income"; that 
is paragraph 29(a), What do you regard as your current in- 
come ? A. The advance deposits; the deposits advanced by 
Subseribers, 

Q. Do you take into consideration any investment income 
in that? A. Not in establishing contingency reserves or any 
Such other reserves as the committee may direct, 


Q. Then I am to understand that the term "income" refers 


_to deposits made by your members? A. In respect to that 


particular clause, yes, 
Q. You do not tie that up in any way with premiums? 
A. No, 
BY MR, ARNASON: 
Q. Would it not be more appropriate to refer to it as 


current receipts, if it includes both deposits and investment 


. income? A. Possibly. 


BY MR. PARKER: 
Q. You will be having another misnomer in this contract 
if you are not careful, 
BY MR, NADEAU: 
Q.- How do you show that current income in your annual 
Statement to your subscribers? Under which item do you show 


it, this current income, in your annual income Statement to 


your subscribers? A. It is shown as earned deposits or 
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earned premiums, as the case may be, 
BY MR. PARKER: 

Q. This contingency reserve, the amount to be set aside, 
as you say is decided by the advisory committee? A, That 
is right. 

Q. What I am trying to find out is whether they ue 
"We will set aside a lump sum, namely $5,000 or $10,000," as 
the case may be, or whether it is a percentage of something? 
A, Yes, it is a percentage, 

Q. It is a percentage of something? A,  Yos. 

Q. And when you apply that percentage to all the accounts, 
you get a certain amount? A, That is right. 

Q. Having arrived at the amount in that way, is each 
Subscriber's share in that reserve credited to him in the 
ledger account? hy i Yess 

Q. Every time? A. Yes, sir, 

Q. That is the way it is kept? A, Yeu, Biz, 

Q. You are sure of that? A. Yes, sir, 

Q. In addition to that contingency reserve, is there 
any other kind of reserve set aside? What is the next one? 

A. Well, there is the unearned deposit as of the end of the 
year, sometimes called the unearned premium reserve, 

Q. That is the balance getting ready to be handed back, 
oe 2? .hbAs. No. 

Q. What is this unearned premium reserve, so-called? 

A. If I may explain that in further detail, if a subscriber 
makes that advance premium, say of $100 for a policy of in- 
Surance running for one year; if he makes that deposit and 
receives the policy as of July 1, for instance; then as of | 
the end of December, when the books of the exchange are closed, 


there is $500 unearned, it would be returned to him and his 
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insurance would be cancelled as of that date, 

Q. Are these records all kept so that each man knows 
his share of all those things at any given time? A. That 
is right. 

Q. Now, any other reserve apart from those two? A. Not 
that I know of, sir. 

BY THE CHAIRMAN: 

Q. What about Section 48; what is raveeeas to as an 
operating reserve? A. That is the proportion of the sub- 
Scriber's unused deposits which is placed to his credit. 

Q. Is that separate from the contingency reserve? 

MR, PARKER: I was coming to that operating reserve. 

Q. What-is that? A, That is the unused portion of 
the subscriber's advance deposit that is not returned to him 
in cash, 

Q. That goes to create a so-called surplus fund? A, ‘1 
reserve fund. 

Q. I think it is referred to in the brief as a surplus 
fund. Is that the same thing? A. Yes, 

BY THE CHAIRMAN: 

Q. But it is over and above the contingency reserve, 
is it not? A. Yes; with certain modifications, that the 
Subscriber's operating reserve of course includes all re- 
serves which he has to his credit. He may have his operating 
reserve earmarked perhaps 96 per cent of it for operating re- 
Serve and 4 per cent for contingency reserve, or something of 
that sort, | 

BY MR, PARKER: 
Q. Is that worked out on a percentage basis too? 
A. The operating reserve? 
Q. I know it is laid down in these rules that within 


certain limits they must do it; but within those limits they 
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have a discretion? As Yea, 

Q. Are’ there any other reserves, now? A, Not that T 
know of, 

Q. Evorything else goes back to the Subscriber? A, Yes, 
<a Be 

BY MR, ELLIOTT; 

Q- Iam not clear on this yet. Section 29(a) provides 

that a reserve or contingency is to be accumulated, Para- 
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graph 48 provides that an Operating reserve shall be established 


i as a credit item in the separate account of each Subscriber, 
Do you say that operating reserve in the Separate account of 
; each subscriber included the contingency reserve accumulated 

out of current income? Ay .Yos, 

BY THE CHAIRMAN: 

‘ Q. Why is it considered necessary, then, to have two 
, Separate requirements, one to empower the advisory committec 
’ to accumulate a contingency reserve, and another to require an 
operating reserve? A, The establishment of a contingent re- 
| serve enables a greater reserve to be established than would 
otherwise be done if the operating reserve alone was just con- 
; Sidered, 
, Q. But the operating reserve includes a contingency re- 
serve? A. That is correct; but the point is that if the 
amount of reserve were confined entirely to the operating re- 
Serve, it might be four premiums or something of that sort; 
whoreas if the contingency reserve is also permitted, it might 
amount to one premium, So that in the subscriber's one re- 
: Serve account there is shown a record of his total reserves, 
four premiums of the total being operating reserve and one 
premium possibly being contingency reserve, Perhaps I misled 


you in saying that the operating reserve does include the con- 
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tingency reserve, I probably should have said that the reserves 
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of the subscriber, all in one item, as far as his ledger 
Sheet is concerned, ape probably earmarked so much for oper- 
ating reserve and -so0 much for contingency reserve, 

Q. And the sum of the amounts earmarked in the indiv- 
idual subscriber's account for contingency reserve -~- do they 
all added up constitute this reserve for contingencies which 
the advisory committee are to accumulate out of current in- 
come? As I am not sure that I have your question in mind, 

Q. As I understand it, you told me that in each sub- 
Scriber's account there was an item "reserve", a certain part 
of which was earmarked contingency reserve? A. That is 
right. 

Q. Then if you add up the parts of the individual 
member's account earmarked contingency reserve and the other 
part earmarked for other things -- taken together, would they 
constitute the reserve mentioned in paragraph 29(a)? A. No. 
That all added up would be considerably in excess of the 
Sontingency. 

BY THE CHAIRMAN: 

Ge (Put. £6. an this rer What does the contingency re- 
Serve in section 29(a) contemplate? A, It contemplates 
having funds on hand which would be available for extra- 
ordinary losses which might be conceived in amounts which 
possibly even the subscriber's operating reserve would not 
meet. 

Q. Is that apart from the operating reserve? A, Yes, 
but it is all in one reserve as far ag the subscriber's ledger 
is concerned, 

Q. I understand that; but the contingency reserve is 
the broader term which embraces the other reserves you speak 


of? A. No, sir, 
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MR. PARKER: I think they are separate in part and to- 
gether in part. 

MR. NADEAU: Perhaps if we had the annual statement we 
would be in a better position to understand that. 

MR, PARKER: I was going to suggest this, that perhaps 
the best way would be if, through Mr, Mason, we could be fur- 
nished with perhaps unidentified samples of members! ledger 
accounts, which will show all this sort of thing and how they 
are kept. 

MR, MASON: I can say this much for the benefit of the 
Commission, that the operating reserve is a very large and 
Substantial amount in any exchange. The contingency reserve 
is a very unimportant amount in comparison, 

MR, PARKER: Does the greater include the less, or is 
one in addition to the other? 

MR, MASON: As I understand it, there is an operating 
reserve under section 48. That is compulsory in the general 
provisions, Then there is authority to the advisory committee 
to set up this contingency reserve, which in practice is only 
a very small thing. What the witness is saying, as I under- 
stand it, is that whatever there may be in the peer oe re- 
serve, that is a large thing; and whatever there may be in 
the contingency reserve, that is a small thing, but they both go 
to the credit of the individual subscriber, I think that is 
all there is to it. 

MR, ARNASON: Is it fair to say that section 48 gives 
general authority to set up such reserves as are necessary, 
whereas section 29(a) merely establishes the principle that 
there shall be the reserves? 


MR. MASON: Apparently it is intended, because it is 


merely permissive in certain contingencies which might arise. 
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As a matter of fact the contingency reserve in these compinics 
does not amount to anything substantial at all. 

MR. PARKER: We are not particularly interested in the 
amount of either one, but only in the principle. They set up 
these reserves and use them for certain purposes, as a part of 
their method of operating. 

THE WITNESS: They have discretion to do that, 

BY MR, PARKER: 

Q. There is one other paragraph in this connection to 
which I want to call your attention; that is paragraph 35, 
concerning the powers and duties: 

"Take into its own charge and keeping all securities 
owned by its office --" 

Who is the owner of the securities? It provides that 
the advisory committee should take into its charge -- 

"and all moneys roceived by the attorney-in-fact for account 
of said office --" 

Again, is that this business of the furniture and the 
typewriters? Are they the people having money sent to then, 
or is it somebody else? A. Well, the attorney-in-fact 
corporation or individual, as the case may be, is authorized 
by the advisory committee to receive certain funds such as 
advance payments or deposits from subscribers. Such funds 
are placed in the charge and the keeping of the advisory com- 
mittee, with the exception of such funds as such committee may 
quthorize the attorney-in-fact to use, 

Q. Iam particularly interested in "the securities owned 
by its office." I am trying to find out who that is, You are 
talking there about securities owned by the office, by the 
advisory committee's office, What is the unit that you are 


referring to there; what does that contemplate? A, Do you 
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wint to know what the word "office" means there? 

Q. I want to know, if I can -- if it is a question of 
law and thore is any mijeathea to it I will not press it -- 
who is the owner of the securities that the advisory committee 
may take into its ehiainge? A. All of the subscribers, 

Q. And all of the subscribers, taken together, is re- 
ferred to as an office? A. That is right. 

Q. Is that right? Do not say yes to something you do 
not mean, Avo It ts referred to,as an exchange, 

Q. Would it be the same to use the word "exchange" 
there instead of "office"? Does it convey the same idea 
to you? Ay Yeas 

Q. Perhaps this is a question of the construction of a 
written document, In the last part of that same paragraph it 
says: 

"Take into its own charge and keeping all securities 
owned by its office and all moneys received by the attorney- 
tn-fact for account of said office, after deduction therefrom 
by said attorney of his compensation and such other funds as 
he may retain to meet fees, taxes, losses, expenses, and 
liquidation of subscribers! accounts, together with any other 
funds which the advisory committee may direct him to retain," 

You say that all represents the money and securities of 
subscribers? A. That is right. 

Q. That is your contention, whether right or wrong? 

A. That is correct, 

Q. Then will you turn to page 7 of the brief and see if 
you can enlighten me a little on this: 

"The very favourable loss experience and the high earn- 
ings of stock companies in Canada show how immune the premium 


rate regulating procedure of those companies is to 
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considerations of interest to the policy holders. An insurances 
organization with share capital can be taxed on the profit or 
gain enjoyed by the shareholders without reaching the policy 
holder while, on the other hand, there is no way in which 4 
purely mutual insurance organization or exchange can be taxed 
without increasing the cost of insurance to the members," 

You understand that proposition as laid down there? 

A. ~ I do, 

Q. Let us look at it. I suggest that I quite agree with 
you that part of this proposition is sound, that in the 
reciprocals, such as yours, the more taxes you have to pay 
the higher the cost of insurance, in that there will be a less 
amount returned. I am not quite sure of the other half of the 
proposition, though, that an ordinary joint stock company can 
be subjected to any amount of taxation and it will not be ro- 
flected in the rate of premium they will have to charge, Tht 
is the proposition, is it not? A. Not being the author of 
this particular paragraph I am not sure that I should say yes 
or no to that. It may be a matter of law. 

Q@. Ido not know. It se 4 matter of practice right in 
the office, I should think; can you help us on that at all? 


If my recollection serves me at all, there is a certain brief 


before us which takes issue with that proposition, and I should 


like some light on it from your gide while we are at it. As 


an insurance man; 28 8 man who 48 familiar with the operations 


j c 25 and when 
of your reciprocals, you know how taxes affect you if § 


they are imposed. Are you perhaps, not equally familiar but 


sonewhat familiar with that same incidence of taxation as inm- 


posed upon 4 joint stock company; or do you not feel competent 


to discuss that? A. Ido not feel competent to discuss the 


point. 


=f! Fi : oo - 
a £0 Shier 
7 i = 
vole Vids i - 1 ae -_ 
i, i = 
| : ar) 2 a 5 i a a 
Po 7 a 4 a 


repeats te i a aeer get: oe os 7a) MM ai- creo Rona ee ee ~ 5 


t { . ® 

; eee ag 4 nf ’ 
sas P : % 7: it #3 eae Ache eas od RTS bre atey : | 
Oat ghert t,t vie dae mec ee a 


’ 


' ae he pe ps o r OL REN i] Eel ASB ty ti WL eoeeney 


an 
ae ¥ h re oe |e ie 
a, 4 Pky 4 - + * 4 "= a | i 
. 7 7 ' ‘ re ’ ~ q * 4” 
ie © ne ‘yer 3 ; é Lis or CerPaore Wit ¥, 
Alera eck | , ‘ § a wt ‘on ae, 
Pe ari ; j \ ee ty "I Pit rou? 
- ix T 
; ota h 
& ; ; ; 
Py Shere: re a é, ; ' ; ) fe 7 “OG 
~ te ; *: 
_ . 
F ‘ 
mi 4 
‘ 7 tie 
r ' ee Pe 
dd 
.— 
vy 
tt a 
‘ - ’ ? 
* + 
| nl | t 
| ¥ |) 
. 
Coney F Oe 
1 # 
‘ 7 
he i ean o% - 
' ¢ f 
i B Las : 
Me 
x y é leg 
ats 2 be bed Phe 
ci 
S 
i A 
o a 
ia 
1 
‘ 
' 4 it 
t ; 
a 
. 
if ‘ Lil: 
ul 
( 
; 
Par: “f 
} g \ 
em Pe ” 
¢ r 
uagt. 
i 
{ 
Wy 
‘ uf : 


‘ ‘ 
ae 
Pelt ; + 
it, 
5 oe 
® 
Ba _¢ 
. me? our 
wy a 
; cow 7 r, 
‘ uke 
* 
i ‘be 
. i iT { ,* 
Ee oy ; 
i! ‘ i: 
] t } 
vs a 2 « . 
: ~ 
5 ry ’ a a 
’ 
> re 
owe 
a ‘ 
{ 
4 


-5671- Mr, Gerrish 


Q. Then can you tell mc this, I suppose reciprocals 
which you represent have to in some way decide how large the 
doposit will be which they will require in order to carry on 
business satisfactorily? A. That is right. 

Q. Are you sufficiently familiar with the rate making, 
we will call it, to use a word perhaps analogous to a joint 
stock company -- are you familiar with what factors are taken 
into consideration, the main factors at any rate, that the 
reciprocals take into consideration in fixing the amount of 
their deposits? A. The reciprocals follow the same rate 
maiking basis the joint stock companies do, 

Q. The same general factors are common to both? A. Yes, 

Q. Such as losses? A. No, not necessarily. 

Q. Or estimated losses? Give us one or two main factors? 
A, Construction, protection, occupancy and exposure of the 
property to be insured. Those are the four basic things. 

Q. Do they take into consideration the municipal, pro- 
vinecilal and other taxation? fathat.a° facter? 9° <A ie ae, 

A very negligible one. 

®. is ita factor? A. NO, 

Q. Even teeta th xe07 AV Ie NS: 

Q. Not a factor in fixing rates by reciprocals? A. No. 

Q. Is the probable cost of writing the insurance, of 
getting members, and office expenses taken into consideration? 
Ax Yass 

Q. And the operating expenses? A. Yes, 


Q. You will have to fix a rate which will cover that? 


Q. And the necessary and proper reserves? A. Yes, 
Q. The statutory reserves, if there are any, have to be 


taken into consideration, I take it? A. Well, the statutory 
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| reserves of course are 2 percentage of advance premiums; 
_thorefore the lower your premium or the higher your advance 
deposits, the reserves are in proportion, if that is answering 
. your question, I am not sure that it is, 
| Q. I do not want to go into this any furthor than is 
necessary, Iam trying to get some light on what are the 
factors that the reciprocals take into consideration in fixing 
the amount of their deposits; and the only one I can get so far 
is the office expenses, What else? There must be something 
else? A. Expected loss, 
; Q. That is what I say; expected losses? A. Sure, 

Qe Anything else? You say no taxes of any kind? A. No. 

Qe Do you mean that? Ae y NAR) aie 

Qe Then if they were subject to income tax it would not 
affect the rate. Is that what you mean? A. It would not 
necessarily affect the rate of the initial advance deposit, 
but it might affect --_ 

Q. It would affect the amount which would be available 
to pay back? A, That is right. 

Q. In other words it affects the actual cost, or what we 
wight call --perhaps you do not agree with us -- the actual 
premium, Why is that not true with the joint stock companies, 
then? Can you see anything that would enable you to answer 
ne way or the other? A. As I see it, it would not 
necessarily affect the premium cost for that year to the joint 
Stock company members, 

Q. Ido not suggest an immediate result. I do not say 

; it is something that will work instanter, but I do suggest 
it is the tendency that the more you put up the income tax 
and pile it on to joint stock companies, that sooner or later, 


and sometimes pretty soon, ultimately the inevitable result 
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will be higher rates, Do you agree with that, or do you not? 
A. Yes, basically I do. 

Q. You do? A, yes, I do, basically. 

Q. $I do not want you to agree with it, now, if you have 
not carefully thought it through. I do not want you to commit 

' yourself to any snap opinion, If you say you have not thought 
of that, or thought it out, say so, A. It is a perfectly 
logical situation, 

Q. I suggest that it is, but I do not know whether it 
is or not, I think perhaps there are those who will dispute 
you on that, That is your opinion, at any rate? A, I agree, 

Q. AS an experienced reciprocal man? Ae Yes, sir, 

BY MR, ELLIOTT: 

Q. In what way is the income tax taken into account in 
establishing either the rates of the joint stock company or 
your own deposits? Just in what precise way is that taken 
into account? A. Iam not ina position to answer that 
question from the point of view of the joint stock companies, 
In view of the fact that in the statutes there are no income 
r excess profits taxes assessed to reciprocal exchanges, 
naturally that has never been a factor in the determination 
as to the amount of advance premium to be charged, 

Q. And what about the premium tax and the special war 
taxes? A. In what respect? 

Q. Is that taken into account in deciding rates of 
deposits? A. No, sir, because the premium tax is based on 
. percentage of the premiums or advance deposits received, 

| BY THE CHAIRMAN: 
Q. That does not affect the amount of the advance de- 


posit? A. No, sir, 
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BY MR, PARKER: 

Q. Then turn to page 9 of your brief for a moment, I 
want to call attention to a question which has been discussed 
briefly, I think, between the Chairman and Mr, Mason during 
the reading of the brief, You quote this finding from the 
United States, and what bothers me there is as to why it is 
quoted in this brief, because it seems to me that the result 
of that inquiry is that mutuals were taxed anyway, including 
reciprocals, Am I right or wrong? It 18 true that they got 
certain deductions; it is true that having taken all those de- 
ductions, they then got an exemption, but it seemed to me that 
what remained -- what bothered me was this, that unless they 
are an association, a unit, an assemblage, a group -- I do not 
care what you call them but unless they are a group of some 
kind which in law was considered a taxpayer, then I do not see 
why they set out to provide a list of deductions, and further 
I cannot understand why an exemption would apply to anybody 
but a taxpayer. Can you clarify that for me? he” HO, “WiP, 

Q. You cannot? A ONOS Sir, 

Q. It seems to me as if it is quoted for that purpose, 
according to this it would seem that in the United States this 
type of company is a taxpayer; but if you cannot help us any 
we need not carry on with that. Now, are you familiar with 
the argument which is raised by the reference to the Special 
War Revenue Act? A. Yes, sir. 

Q. And the premium tax? A. Yes, sir, 

Q. Perhaps you can clarify that, then. Do you know on 
what basis the premium tax is calculated for the reciprocals? 
A. Yes, 

Q. And do you know on what basis it is calculated for 


the joint stock companies? Aw Yos. 
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Q. And for the stock mutuals and for every type that has 
to pay that tax? Are you familiar with them all? A, Only 
inasmuch as it is mentioned and defined and explained in this 
brief, 

Q. We will not bother you with them all; we will take 
the reciprocals and the joint stock companies, You are fam- 
iliar with the basis on which those two are calculated? 

A, . Yes, sir, 

Q. In the one case, I understand the reciprocals pay 
what percentage? A. Four per cent, 

Q. And the joint stock companies? A. Two per cent, 

Q. In your case it is 4 per cent on what? On the net 
premium, is it? A, That is right. 

Q. And the joint stock companies pay 2 per cent on -- ? 
A, The same thing. 

Q. The net premium? As YO, 

Q. That is what I want, Is the net premium on which the 
reciprocals pay 4 per cent calculated on the same basis as the 
corresponding net premium on which the joint stock companies 
pay 2 per cent? If you do not know, all right. 

MR, MASON: Obviously it depends upon the interpretation 
of the statute, It is the statute of 1942, 

THE CHAIRMAN: Will the witness answer the question as 
to how he calculates his net premium for that tax purpose? 

MR, MASON: Yes, but that is defined in the statute also. 

MR. PARKER: I am not sure that it is in the statute, 

MR, MASON: It is in the amendment which was passed in 
1942, 

THE CHAIRMAN: What is the practice? How does he, for 
this reciprocal, calculate that particular amount on which 


the tax is 4 per cent? 
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MR, PARKER: He might calculate it as it is laid down 
in a statute; I do not know, 

THE CHAIRMAN: It is calculated on the net premium. How 
do you get at that? | 

THE WITNESS: On the net cost to the subscriber, 

BY THE CHAIRMAN: 

Q. That is the total deposit, less what? A. ieee re- 
turn premiums due to rate reductions or cancellations, of course, 

Q. Operating expenses? A. No. Less returns to the 
Subscriber in so far as it reduces his net cost for the year, 

Q. Less reserves? A, No, not less reserves, 

BY MR, ELLIOTT: 

ah Do the returns to the subscriber include both interest 
and everything credited to him? A, For the calculation of 
income tax, for income tax purposes, yes; that is right. It 
18 based upon his net cost, 

Q. The amount returnable or allotted to the subscriber 
will be affected by the revenue income of the investments of 
the exchange? Ba? Yeo, 

Q.° So that Selene extent that these investment incomes 
are returned to the subscriber, that will reduce the net cost 
to the subscriber? Ay” “Yor, 

Q. And will increase the returns to the Subscriber, and 
therefore reduce the net cost to the subscriber? A. Yes, 

Q. And your premium tax is computed on the net cost to 
the subscriber? A. That is right, 

Q. Which means, then, absorbed deposits, I mean the total 
deposits plus other income, less any deposits that do not apply 
to that period, say any deposits that apply to subsequent 
periods, You gave us the example of a deposit of $1,000 in 


respect to a one-year period, for instance? A. Yes. 
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Q. Unearned deposits would be deducted from total 
deposits? A. Yes, that is right, Would you pardon me if 
I gave you another example? It might clear it all up. 

Q. Yes, do give us an example, A. Let us take the 
case of a subscriber who takes out a contract of insurance 
as of January 1, and pays $1,000 advance deposit, At the end 
of that year possibly 60 per cent of that has been absorbed 
for losses and expenses of a character and kind, leaving $400 
or 40 per cent in the account of the Subscriber, The premium 
tax in that case would be based upon $600, or the $1,000 which 
he paid less the amount credited to his account after all losses 
had been paid, which amount would be $400. Therefore the 
premium tax in that case would be based upon $600. 

Q. And that $400 covers expenses, losses and so on, less 
income from investments? A. That is right. 

Q. That is apportioned to him? A. Yes, 

BY THE CHAIRMAN: 

Q. So we would have to add the income from investments 
to the $400 before you could make up the net premium, would 
you not? A, Yes, that is taken into consideration, 

Q. That is the way it has to be done? A, - You, 

THE CHAIRMAN: I think this is a good time to adjourn, 
until 2.15 this afternoon, 


---The Commission adjourned at 12.30 p.m. to meet again 
at 2.15 p.m. 
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The Commission resumed at 2.15 p.m. 


Examination of Mr. V. M. Gerrish continued 
BY MR. ‘PARKER: 

Qa. Mr. Gerrish, I was trying to verify the basis of 
calculation on which the 4 per cent premium was paid, and 
I asked you if you could prepare a concise statement and | 
read it into the record; have you done that? A» 6a 

a- Then will you state on the record how it is cal- 
culated? A. Do you wish me to read it? 

Q- Yes. A. “Tax on Net Premiums; In the case of 
an exchange “net premiums” means the actual cost of the 
insurance to the insured during the taxation period to- 
eether with interest on the oxcess of the premium deposit 
over the net cost at the average rate earned during the 
said period.‘ 

Q.- And have you given an illustration of it? 

A. Example; 
$1,000 premium deposit 
400 unused portion | 
§ 600 at 4 per cent - $2,400....." 

Q- In other words, the returnable part? A. Yes, 
Sir. Assuming the $400 unused portion is invested and that 
the average rate of return is 3 per cent, the interest on 
the $400 will be $12, which at 4 per cent would be 48 cents, 
and the total tax would be $24.48. 

Q. Now, that is the basis on which these reciprocals 
for whom you are speaking today have been paying in recent 
years the so-called premium tax under the provisions of 
the Special War Revenue Act? A: Correct. 

Q- Is that right? Ae Yes. 


2. In the agreement attached to your brief there is 
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provision for the election of an advisory committee; is 
that right? A. Yes. 

Q.- Do I understand correctly that that advisory com- 
mittee is elected at the annual meeting of all subscribers? 
A. Yes. 


g. And is there an annual meeting of the subscribers? 


Q. Where is that meeting usually held? A. At the 
office of the attorney-in-fact. 

Q. Were no meetings held at your office in Toronto? 
A. In the case of one exchange, yes, because that office 
is the head office of the attorney-in-fact. 

Q. In other words, the head office is usually in the 
United States? A. That is right. 

Q. Perhaps you can tell me--perhaps it is still an 
interpretation of the agreement--but must all members of 
the advisory committee be subscribers under that type of 
agreement? A. Yes, sir. 

Q. Is that one hundred per cent correct? Ae 2 SBR 

Q. I thought there was a provision in there that any 
officer of a group of which a member is a corporation was 
eligible to be elected as a member or the advisory commit- 
tee? A. 2Iamsorry, sir. I am assuming that an officer 
of a limited company is the same as the company. 

Q. With that limitation--if it is a limitation-- 
every member of the advisory committee is a subscriber? 

A. Yes, sir. 

Q. Do you carry on re-insurance? A. Yes, sirs 

Q. Would you tell us how that branch of your business 
is operated? Lb. We have a general Lloyds re-insurance 
treaty which I might call the re-insurance portion of every 


amount of insurance we accept. 
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Q- Is the treaty a written document? Sie That is 


Q. Have you a copy of that? A. No, sir. 

Q. Could you supply a copy? will you consult with 
your counsel now; and unless there is a good reason why 
you cannot supply document, I would like to have it filed. 
Now, in working out the cost of the insurance--that %600 
item you refer to in your illustration--I presume that the 
premiums you pay for re-insurance are included as part of 
the cost? Ba® “Yes, “S27 

Q.. To the extent to which you re~insure,. 

MR. MsSON: If my friend will pardon me, that expres- 
Sion “to re-insure” may be a little ambigious on the notes. 

Mie FARKER: I am using it in the sense he is using 
it. 

MR. MASON: That might mean that the eéxchange,or the 
subscribers at the exchange, re-insure other people, which 
they do not. 

THE CHAIRMAN: Oh, no. 

‘BY MR. PARKE 
Re-insure part of your old obligations. To the 
extent that you re-insure,and pay for it, the members or 
subscribers of this exchange are relieved of a aqenwenee: 
ing liability? A. That is right. 

Q. Does that require any adjustment in the amount 
returnable; how does that affect the amount returnable? 

A. It becomes a part of the expense the same as any 
other item of expense. 

Q. That is to say, a part of this money is used as 
expense, but at the same time the company is relieved as 
to obligation. I should think there should be ea credit. 


A. There is a credit in this respect: if a fire loss was 
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incurred, part’ of which was paid by the re-insurance, sub- 
scribers would not be absorbing as great a share of that 
loss as if there was no re-insurance. — 

Q. They would get the credit out of it on a smaller 
share of the loss? | A. The returns are greater. 

+ A subscriber, having signed one of these agreements, 
becomes a subscriber -- that is not automatically an insur- 
ance policy? A. No, sir. 

Q. Is there a written application signed following 
the agreement for a policy of insurance? A. Not neces- 
sarily. 

Q. Is there sometimes? A. In the case of a sub- 
seriber -- 

Q. A new subscriber? A. No, in the case of a sub- 
seriber who lives in some city outside of the head office 
he writes in and asks that the insurance be covered where 
he lives in the office of the attorney-in-fact; he may 
telephone. 

Q. Is there, as a part of the operation of this ex- 
change, a formal application for the policy used by the 
exchange? A. No, Sif. 

9. None at all? A. No. 

Q. It may be an informal letter saying that someone 
would like to join up, or words to that effect; or it 
could be a telephone call? A. Yes. 

9. Having received the application, either by letter 
or telephone call, or in any other way, is a policy issued? 
A. Under the subscribers! agreement. 

Q. Supposing he says it is O.K., he is a suitable 
person to insure, the contract of insurance is issued? 


A. That is right. 


Q. Have you @ sample of that formal contract which 
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is used by these reciprocals with you? ae No. TI have 
not one, sir. May I i ustrakes 

Q. Yes. 4. It is subject to the statutory con- 
ditions of the land the same as any other fire insurance 
POLi oy. 

4+ «sll the statutory conditions apply to the policies 
issued by whom ~- who issues those policies? A. The 


attorney-in-fact signs them for subscribers at that par- 


ticular exchance that issues the policy. 
2- Does that purport to be a verbatim quotation from 


the document? A.» No, I am speaking from memory. 


enna TN te 


2+ I wonder if you would say that again so that T can 


get it. 4. Ferhaps I cannot say the same words twice, 


Q- It is signed by the attorney-in-fact for whom? 
a. The policy of insurance is signed by the attorney-in- 
fact on behalf of the subscribers who constitute the member- 
Ship of the particular exchange involved. 
THE CHATRM.N:; Did you omit the word “ati? 
THE WITNSSS: Not intentionally. 
BY MR. PARKER: 


Q- Did you put it in intentionally the first time? 


Q.- It should be there? fA. I think I used the 
words *on behalf of" instead of "ati, 
Q. Now, is there anything in the policy to indicate 
to that insured person who his insurers are? fA. Yes. 
Q- Are they set forth in the schedule, or is there 
a list attached, so that he can judge as to who his insurers 
are in case he gets a loss? A. The individual names? 
Q. Yes. A. No, sir. 
Q@.- Is there anything on the policy to indicate 


whether he can look to two or two hundred responsible 
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people to pay his loss? A. There is nothing on the pol- 
icy to indicate that he can look to any specific member. 
Q. What does he get to indicate that he has a good 
safe party to carry his insurance? He is putting up a 
large sum of money, he may have a heavy loss, and he may 
find out that he has got a lot of nenniless fellow mem-~ 
bers. What information does he get? What assurance does 


he get? 


MR. MASON: He does not get any penniless members. 


MR. VAUGHAN: Outside of the policy, is there any 
list of the subscribers who are carrying the insurance? 
THE WITNESS: Lists of subscribers are sent to any 


Subscriber who asks, 


Re a 


BY THE CHATRMAN: 
2» How does a policy holder know whom he is dealing 
with? A. He does not know unless he asks for the names. 
Q. It might be one, two, or three, or any number? 
&. Of course, under the Insurance Act there must be at 
least a certain number before an exchange can be organized, 
and it runs into the hundreds. | | 
MR. MASON: There is something in the agreement that 
has some reference to it. 
BY MR. PARKER: 
Q.- That is merely about the office. It does not 
show what annual income a subscriber gets. He may get it 
if he asks for it; as a rule, in practice, he does not. 
A. That is right. They probably change from day to day 
or week to week; it would not be practicable, 
BY THE CHAIRMAN: 
2. His faithis based on the attorney-in-fact? 
A. To what extent? 


Q. His insurance. He does not know, otherwise, who 
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is insuring him. He must be relying on the attorney-in- 
fact. A. Yes, I ead te SO-« 

MR. P4RKGR: Or on the general reputation of the ex- 
change. 

BY MR. PARKER: 

2 I have one more question to ask and [ Ant through. 
Coming to the investment accounts, I see that these ex- 
changes in many cases have their head offices in the 
United States? -A. In many cases, yes. | 

Qe And a very great proportion of their business is 
done in the United States? He OSs 

Q- What would the ratio of Canadian business be to 
United States business -- would it be 1 to 10 per cent, or 
more than that? A. I think the ratio of total business 
of the associated reciprocal exchanges is perhaps nearer 
15 per cent than 10 per cent. 

MR. MASON: I am wondering if the witness had in mind 
what the question was directed to; I understood it was the 
proportion of the Canadian business to the total business. 

THE WITNESS: To the total business. 

MR. PARKER: Fifteen per cent and 85 per cent. 

THE WITNESS: Roughly. 

BY MR. PARKER: 

2- Now, when investments are made, are separate 
investments listed, or are separate investments made for 
the Canadian members as distinct from the United States 
members--two separate systems kept--or are they jumbled 
together? 4. The answer to the first part of the ques- 
tion is, no. 

Q- They are not kept separate? Ae. NO. 

Q- What is the answer to the second part? A. All 


Subscribers are considered as belonging to ths organization, 
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whether they are located in Canada or the ynited states. 

Q- They are. considered as one. They are considered 
the investments of ong organization. A» NO, sir, & did 
not say that. All Subscribers are considered in the same 
category, if I may put it that way, irrespective of whether 
they live in Ganada or the United states. 

Q@.- You said something about "organization", Perhaps 
you did not intend to, ae I withdraw enat, if Tt aid. 

Q. Each Canadian Subscriber gets his proper share of 
the interest of the investments earned as a whole from the 
entire field? As, That is yea a 

Q- Then, are their taxes paid by anyone in the United 
States for any of the Subscribers? How are your American 
taxes taken care of? A. Taxes are a part of the general 
Cxpense and, assessed against all subscribers, 

Q.- Whose general expense? A. The subscribers, all 
Subscribers. 

Q2- Taken as a unit? A. That is right, 

Q- Are they not apportioned to each individual sub- 
Scriber, to the general expenses? A. Yes, I said that 
they were charged against each subscriber in a certain 
ratio. 

MR. PARKER: I think that is all IT have to ask, Mr. 
Chairman, but I would like to make it clear that IT think 
the Commission ought to have the following documents: 
first, sample copies of individual members! Statements 
Which are rendered annually. We should have one of each 
of the companies, without disclosing the name. That will 
show us the form and manner in which the accounts are kept; 
Second, the general financial statement, if there is such, 
which is produced at the annual meeting--I am not sure 


there is one--but Something analogous to a directors? 
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report to the shareholders at large. I do not know how 
many will be required -- whether they should cover more 
than one year, as a Boast 6. or whether they should go back 
three or four years. I should think that one wold be 
enlightening. I don't want to put these people to too 
much inconvenience. ) 

THE CHAIRMAN: Shall we say since 19399 

MR. NADEAU: Are you referring to the annual statement 
mentioned in paragraph 17 of the agreement? 

MR. PARK@R: I am speaking of the statement rendered 
to an individual -- yes, that is paragraph 17: 

"In January of each year render to us a statement 

showing a summary of collective transactions of sach 

office at which we inter-insured during the preceding 
calendar year, and also a statement of our separate 
account at cach such office made up as of the end of 
said calendar year." 
I want those two. I am limiting that to the companies 
doing business in Canada. 

MR. MASON: Yes. There are two I could not get. 

MR. PARKER: I think we should have four or five. 

THE CHAIRMAN: More in the nature of a ses, 

MR. PARKER: I think, as J mentioned this morning, we 
should have a copy of the application for the current 
licences to do business in Canada; and, fourthly, I should 
like compared copies or certified copies of the licences, 
in each of the five or six companies, currently in force; 
fifth, I should like a-copy of any written application-- 
you tell me there is none--perhaps you might find one 
written application for a policy of insurance after a 
subscriber becomes 4 member; and finally, I want a sample 


of the policies, and I should like one or two -- not only 
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& sample of the blank policy -- but I should like complete 
copies of one or two that have been signed. If you could 
do that, we would know beyond any question of doubt just 
how they are issued. | 

THE WITNESS: Are you asking for the name of a par- 
ticular subscriber? 

MR. PARKER: I do not care about the name of the par- 
ticular subscriber, that is confidential; but you can call 
the subscriber 4A, I want the exchange and the attorney- 
in-fact. 

MR. MASON: May I be clear about this matter? TI 
understand that my friend wants a copy of the financial 
statement in connection with each exchange, for what year? 

MR. FARKER: 1939 to 1944 inclusive. 

THE CHAIRMAN: Will that be difficult to obtain? 

MR. MASON: They are not obtainable here; we would 
have to obtain them from New York, 

THE CHAIRMAN: So long as we have a sample, 1939 and 
1944 would cover what we want. 

THE WITNESS: What is required is a sample of an 
individual account of a member. | 

THZ CHAIRMAN: Under clause 17 of the contract. 

MR. MASON: Yes. I was going to add: a statement 
referred to in paragraph 17 -- so that they do not over- 
lap. Now, you want a copy of the application for each 
licence. For what year? 

MR. PARKER: The ones currently in force, 

MR. MASON: I camot say definitely that we have that. 
We may or we may not, but in any event it can be got from 
the superintendent here. The next thing you want is a copy 
of the agreement with Lloyds to which the witness has 


referred. My friend wants a sample of a policy, of an 
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actual policy, nét of a formal policy. If I can get that 
from four or five exchanges, cnet Should be ample. 

THE CHAIRMAN: Yes. 

MR. MASON: Then, he wants certified copies of licenc- 
&S; certified by whom? 

MR. PARKER: Certified by yourself. Any certified 
COPY. 

THE CHAIRMAN: By the witness. We want something 
dependable as a true copy. 

MR. MASON: If my friend refers to a copy of any 
application, I do not know what is meant by that. TI under- 
Stand my friend has in mina that there may be some formal 
written application in use, 

THE CHAIRMAN: The witness says no. 

MR. MASON: If SO, my friend wants it produced over a 
period of years, People may have written in from here, 
there, and everywhere. 

MR. PARKER: If there is none -- 

THE WITNESS ; I stated that there is not any. May I 
speak again of the Tequest for a copy of the Lloyds treaty? 
It is a very voluminous document. [ presume, as do most 
cf Lloyds contracts, it contains the nanan of many hundreds 
of individuals, and in many other respects it is a volumin- 
ous document. It would require making a complete copy of 
it, but it can be done, 

MR. PARKER: Are blank copies available? 

THE WITNESS: No, it is a Special contract drawn up 
and is certified as true, and it ends Perey a general 
basis rather than endeavouring to submit a complete -- 

MR. PARKER: I suppose you have your Original office 
copy? 

THE WITNESS: That is right. 
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MR. PARKER: [ Suppose they are all the same for each 
company? 


THE WITNZSS: There is just one, 


THE CHAIRMAN: We Can make some arrangement and if we 


heed to verify some document we can get Mr. Parker to in- 
Spect it, and we can return the original. 


MR. PARKER: Would you feel safe in permitting the 


Commissioners to inspect the Original? 


MR. MASON: At the moment I do not know where it is, 


lt assume that it is in New York, 


THE WITNESS: Yes, that is right. What TI was going to 


suggest, if we can secure the original, and T Suppose we 


cam,’ 18) that: T might show it to Mr. Parker and he could 


decide what portions he wants filed, and they could be 


copied. 
MR. PARKER: How about making a photostatic copy? 


MR. MASON: My friend knows what ig in these documents, 


What is the use of making a photostatic copy? 


THE CHAIRMAN: I think that if the witness will refer 


to the definition as regards Lloyds policy and will Zive 


us the information there that will be all We require, 


MR. PARKER: We Will see how the document is executed, 


There is one more question. [Ina policy of insurance, when 


it is issued, how is it stated, is it at the beginning of 


the policy, is it insured with the undersigned so and so, 


or hereby insured so and SO; tell me how it is worded? 


if WITNESS: [ prefer that you get that when you 
get a copy of the policy. 


MR. MASON: Would it be of any assistance to the 


Commission to have the numbers of subscribers at these 


various exchanges? The only reason I mention that is 


that the witness said there were several thousand, and 
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aS a matter of fact there are not several thousand in res- 
pect of any one exchange. TI have a list here that was 
furnished to the Department of Finance on May 15, 1944 
which deals with the last figures available, and there, in 
respect of the Seven which are grouped about the nae be of 
the memorandum, they run 281 as a minimum and 1,440 as a 
maximum, 

THE CHAIRMAN: I think that statement will be quite 
sufficient. 

MR. MASON: One thing more, in connection with the 
definition of net premiums which is referred to. In my 
friendts summary submission which is printed, you will 
find as appendix @ the text of the Statute, and [I merely 
observe that when you get down to 13 (f) the wora "company? 
is used. The word ‘company’ is defined in the interpreta- 
tion section as including everything -- exchanges, and 
everything else, 

MR. PARKER: Then there is a reference made to 
taxation in the United States. Are we to take it that 


there is no taxation whatever on these exchanges in the 


United States? 


THE WITNESS: Oh, yes, there is a premium tax the 
same as there ig in Canada. 

MR. PARKER: And that applies on the net premiums 
such as you illustrated? 

THE CHAIRMAN: Is that rate in force? 

THE WITNESS: TI cannot tell you the exact taxing set 
up of the exchanges in the United States. TI know they 
are taxes that are comparable in net. 

THE CHAIRMAN: There is no income tax such as we are 
discussing here, 

THE WITNESS: Other than mentioned in the brief this 


morning, 
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THE CHAIRMAN: Then it might be well to have a note 
of how these exchanges are taxed, 

MR. MASON: The reference in the memorandum is to the 
actual tax by the American Statute, and by reference to 
that annotated part yOu will find the whole thing. If it 
is convenient [ Will have it typed later and copies made 
for the use of the Commission, 

BY MR. MANN: 

Q- Mr. Parkerts examination was go exhaustive that fT 
Shall be short. ‘The re~insurance placed at Lloyds is by 
agreement? A. Yes, 

Q- Have you any other faculty for re-~insurance at 
all? A. Other than that? 

Q- There is no other type of re-insurance you acquire 
6xcept treaty re-insurance? A. No. 

Q.- I am aware that in some of the provinces these 
exchanges do not accept re-insurance. Do they accept re- 
insurance in any of the provinces from each othe r? 

A. Yes, 

Q. Which provinces? A. Ontario, 

Q- Among themselves they do accept re-insurance, 
A. That is right. | 

Q-» And the respective exchanges, I take it, charge 
the extent of the re-insurance in their Tespective favour, 
as part of the expense? A. That is correct. 

a+ And the insurance Company receives the premiun, 
and naturally that €0es into the accounts of receipts? 

A+ That is correct, 

Q2- Outside of twenty exchanges that are now named in 
this brief, do these exchanges accept re-insurance? 
A. What is the Question? 


Q- Outside of those that are mentioned here in the 


t 
( , 
é 
i 
7 ia iat a 
2 - 
¢* 
is + rt 
‘ a 
* 4 ! ara 
, 4 
+ 
‘ 
. 
. 
. 
* ¥ 
’ “7 ‘ 
SRP) Ga 
bg * 
sa ‘ 7% " 


<is Sm ties tis xe ena’ ° 


.; 
* 


: y <a Py oi 
wiht oe ae ag 


pahee i 


> an a 
tari a Lf we sins ae 
nha cr, Se “Y 4 45 at “Eases 


a 7 7 ti ie #2 sn ot aaa 
y / Ae? (449 OD- at 
: i ..<c¢ emt 07 
[ im » ' i 
f : Ct 2ugS 
» é 
ee ' 
a@ + “ 
a+ Jae 
; ‘cect 
Y + 
we 
a? oa 
AD 
7 4 t " 
7" 
7C 
if 4 is 
VTeRo 
es , ~ ai tel 
_ os ‘ ¢\e 
- 
~~ Le 
+AaW 
‘ at ie ep 
’ } 
a | 


C-15 


-5692- Mr. Gerrish 


brief, do they accept re-insurance? A. Not to my know- 
ledge. 

Q- It is limitea entirely to the twenty exchanges? 

A. AS @ matter of fact, it is limitea tO 4 greater extent 
than that. The Ontario amendment to the insurance law per- 
mits re-insurance among exchanges doing the same class of 
business, 

Qe Could they not do re~insuring among themselves? 

A. Provided they are doing the same class of business. 

Q- Exactly. They reinsure among themselves? 

A. Yes, 

Q- Are you familiar with the war damage provisions of 
insurance? A» .Yes. 

Q.» And you are familiar with the instructions, I take 
it, which come from the Minister of Finance relative to 
those who may insure and the remuneration they may get and 
So on? A. Yes. 

Q- Has war damage insurance been accepted by you -- 
when I say "by you" I refer to any of these exchanges? 

A. In what respect? 
Q. Have they insured against war damage? A. No. 
Q-+ They have not insured at all, in any respect? 

A. No. 

q+ Have they place any war damage insurance anywhere? 
A. Yes, one of the exchanges listed here was appointed the 
fis@al agent of the Dominion Goverment to act for the 
Sale and handling of war damage insurance contracts, 

Q- One of these exchanges? A. Yes. 

Q- And you are aware of the remuneration to which 
they were entitled -- 5 per cent? A. fhat is right. 

q+ That is the remuneration that one of these instity- 


tions got? A. Yes. 
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Q- And that formed part of its intake? A. That is 
right. 

Qo. But officially none of these exchanges assumed any 
war damage obligation? A. No. 

Q- So-they did not get the 28 per cent? A. No, 

Q. They got the 5 per cent? A’ YOR", 

MR. PARKER: Five per cent on what? 

BY MR. MANN: 

Q- Five per cent commission on the premium, was it 
not? A. That is right. 

Q.- Do you know of a company, speaking of the twenty 
exchanges, known ag the arex Indemnity Company? A. That 
is not a reciprocal exchange, 

Q- Do you know of that corporation? A, Yes, T do, 

% That is a joint stock corporation? A. Yes, 

Q- A casualty and automobile insurance corporation? 
A. Yes,” 

Q- To whom does it belong? A. The stock is owned 
by subscribers at associated exchanges and certain Other 
individuals, 

Q- Some of the stock of the Arex Indemnity Company is 
Owned by these reciprocal exchanges? 

MR. MASON: He did not Say that. He said by the sub- 
Scribers, 

Q BY MR. MANN: 

a- Is it owned by the individual Subscribers of the 
exchanges, or is it Owned by the groups? A. Well, it 
is owned by the subscribers to this extent that such funds 
as they have in their reserve account in part consists of 
the stock of the arex Indemnity Company. 

Q- Exactly. The srex Indemity Company was organized 


for and on behalf of the groups of exchanges within which 
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are the individuals who compose the exchanges? A. That 
is not correct. | 

Q2- What is correct? A. It was organized for the 
benefit of subscribers who now carry our insurance at the 
associated reciprocal exchanges, 

Q» Organized by whom? A. Advisory committees of 
the associated reciprocal exchanges, groups of individuals, 
Subscribers to the attorney-in-fact corporation. 

Q. Exactly. And the moneys to pay for the . capital 
Stock came out of these reserves; is that what you said? 
A. iInpart. 

THE CHAIRMAN: It is an investment? 

THE WITNESS: Yes. 

BY MR. MANN: 

a+ and the dividends are paid--if there are any 
dividends--into the respective interests some of whom are 
the groups and some of whom are the individuals? A. Yes. 

a: Do you know who controls the Arex Indemity Com- 
pany? 4. Yes, the majority of the capital stock is 
Owned by subscribers at associated reciprocal exchanges, 

Q- Can you tell me to what extent the reciprocal ex- 
changes control the capital stock? A. Well, the recip- 
rocal exchanges are not an entity and do not own or control 
anything, 

Q. AS groups? 4. I am not sure that 1 understand 
your question, 

a. If I understood you correctly you said some of 
the reciprocal exchanges and some of the individual under- 
writers own some of the capital stock of Arex Indemnity 
Company, or that it was held for their benefit? 

#+ I did not say that, sir. 


Q- What did you say? a~- I said that the capital 
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Stock of the Arex Indemity Coney is owned in part by 
subscriber associated reciprocal exchanges and other 
individuals. 

Q- And how is that stock held? A. what do you mean, 
sir? 

Q- How is the certificate of the stock held? 

A. I take it the attorney-in-fact corporation holds cer- 
tificates of stock belonging to subscribers at each of the 
exchanges, 

THE CHAIRMAN: Where is the office? 

THE WITNESS: New York City. 

BY MR. MANN: — 
Q. Has the Arex Indemnity Company annual meetings? 
A. Yes, 

Q- And does the attorney-in-fact vote at those annual 
meetings? A. No. 

Q- Who does vote at the annual meetings in respect 
of the capital stock? A. I will amend my statement. The 
attorney-in-fact corporation does vote in respect of the 
company stock owned by subscribers of the associated 
reciprocal exchanges. 

Q- Is the majority of stock of Arex Indemnity Company 
owned for the benefit of, for or on behalf of, and acquired 
by funds which were funds of any of the groups or the com- 
bination of the sroups? A. Yes, in the same manner as a 
bond would be purchased. 

a. You stated a moment azo, in answer to mr. Parker, 
that the statutory conditions in respect of the provinces 
apply where you do business and apply to your policies. 

The statutory conditions are maintained and held in force 
and not waived by your companies? A. That is right. 


Q- They are maintained in force? A. That is right. 


NOS 


i hidig at apne i owes: 
A opuibiies but ven cedaxe enrages & 


ee 


bad eA Lh Necso eikt We evectnaas Perry et woe bi 7 
aba etic We trivogiis 4 ot omen one: or ise r we 
Beets deas *s Pret ls dow ow wnt sole tonde bie povehgtel | 
es i aan: Wan yas < cegredake. 
| / thers at tl eS ian 
-" ke ie wot - SER TRaRE " 
{RANT yO FED = i 

Bear! 7 phen Vneweud time may Xewd and Bon. 45 


weary os ii 2 


© 


Poe wpe fr OHV Jog leith} pono Oia s 


=) bD ; Sik « ~ 


ag bit 32 Seanteaeee 


. 7 a : ae i 
Seapistiac! custieca Levorcs 44) fa efor eeob oar ae 
. i 4% , a ; h 
rT + pigs a ig Pe. Ses Ry oy Es Cvs oP ea hs an it Bs 


erm) Magtey lato aook sol tweestte> fos let 
¥ 


v . % Lm) 


4 F als 4 af + oe ft , vty ‘x ‘gy By eT + j 5 a € Vitel gmeo 


, bennbtoxs’ Laagraleaa 
7 
; >. eT 


. - 


. % P “y ae + ‘ i 4 e * Se oe 
pA ae Le (Plened dit Wateaaawes 
ti 462 " be " } W fe. 
4 Sin’ on 
Caer, u ; uf’ ° 
ial f aT sq : 
| i - 4 
a ca ie 7 


pevetate Sap \aNots hneiels senda 


aoe vs voyere : F P so 
P2G1 MBG MOE FS hieee Ww Tor : 


a 
ee ve Tr: 6% 
sg 


4 


C-19 


-5696- Mr. Gerrish 


Q- Both as respects the surety and as respects the 
Suretor? A; Correct. 

Q- Any province in which you do business? Be BO 
the best of my knowledge and belief, that is correct. 

Q@. Are you aware aa to whether, on behalf of these 
reciprocal exchanges, the ittorney-in-fact makes any return 
of income in connection with the Income War Tax Act? 

A. Yes. 

Q- Does he? A. He does, 

Q. He declares under the Income War Tax Act that he 
owns some money, or has received some income? A. Yes. 

Q- That is all. 

BY THE CHAIRMAN: 

Q.» Do you state that the exemptive section of the 
Income War Tax Act is applicable to you or covers your 
enterprise? A.» May I ask you to repeat that question? 

&- Do you consider that the exemptive clause, para- 
graph 4 of the Income War Tax Act, applies to your enter- 
prise? a» I am afraid I cannot tell you what clause ae 
is at the moment. 

Q- "The income of mutual corporations not having a 
capital represented by Shares, no part of the income of 
which inures to the profit of any member thereof....” Ts 
that the section you rely on? Ae I would say, yes. 

Q- Do you consider it is necessary exemption.for 
taxation? Ae Yes. 

Q- Also, do you consider you would be exempt 
if: that section were repealed? 4. TIT think that is a 
matter of law, sir, that I will not pass on. 

Q- What is the advantage to the insuror in your 
particular form of enterprise? We have heard all mornixu, 


about what is the advantage of that enterprise; what is 
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your selling point? A. The chief advantage is in the 
matter of cost of insurance. 

MR. ARNASON: Do you mean that the member feels he 
will get his insurance at cost?. 

THE WITNESS: Yes. May I expound on that for a moment? 
Assuming that the advance premium charged is similar or the 
same aS is charged by joint stock companies, it has been 
the experience over the past sixty-five years that the 
associated reciprocal exchanges with which I am identified 
have returned between forty and sixty per cent of those 
advance premiums or deposits, sometimes less, sometimes 
more, but a fair average over Sixty odd years will be be- 
tween forty and sixty per cent; so that assuming the 
initial charge is the same as is charged by joint stock 
companies, then the subscriber holding a policy of insur- 
ance at these particular exchanges would receive insurance 
at approximately forty, fifty or sixty per cent less than 
he would pay through the joint stock company plan. 

BY THE CHAIRMAN: 

@-» Which I suppose you would interpret to be an 
element of profit? A. To whom? 

Q- To the joint stock company. A. No, sir, I would 
not infer that at. all, 

MR. MASON: fwith deference to the Commissioner, [I 
Should be glad if the witness might continue his answer to 
the chairmants question before going on with something 
else. You asked him what he felt were the advantages of 
this form of insurance to the subscriber. He has mentioned 
one, and I would appreciate it if you would permit him, to 
say what the advantages are as he sees them. I cannot give 
evidence, but I have acted in these matters since 1916, and 


1 the matter he has been mentioning may be important to many 
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people, but in the minds of many people there are other 
points which are more important. The witness has been ask- 
ed what he thinks are the advantages to a subscriber of this 
sort of protection. Now, tell th Commissioner what you 
think they are. 

THE WITNESS: The chief advantage as I have mentioned 
is the matter of cost. Another advantage is that we have 
developed a rather scientific fire prevention inspection 
service which we think is a rather preferred service of 
that character to the members who insure with us. Thirdly, 
we have been pioneers in the introduction of certain cover- 
ages which, perhaps, have been a little loath to be 
appreciated by companies whose sole motive is the profit 
motive. Fourth, looking at the matter in the general 
sense, there has been the introduction of an extremely 
healthy competition which has kept rates in Canada and the 
United States from going to what might be termed out of 
bounds. Fifth, in the matter of strength of indemnity it 
is shown that the resources back of the contract indemnity 
in relation to insurance at risk are possibly twice what 
the resources are in relation to the same amount of insur- 
ance at risk as shown in the statements in other types of 
insurance companies ar underwriting organizations. I 
think that summarizes the chief advantages. 

MR. MASON: Will you tell the Commission what you 
require before permitting a subscriber to be a subscriber 
to your exchange? 

THE WITNESS: Basically no firm or individual is 
eligible for subseribership at the associated reciprocal 
exchanges unless they have at least a net worth in their 


own business as shown by statements of assets or liabil- 


ities of $100,000. 
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THE CHATRMAN: Would-you say that one of the advant- 
ages is its exclusiveness? 

THE WITNESS: I wanted to say that, but I did not 
think it sounded well, 

MR. MASON: What else? 

THE WITNESS: Among the fireproof underwriters, which 
is one of the associated reciprocal exchanges mentioned, 
the physical risk must be of fire resistant construction 
and equipped with a standard system of automatic Sprink- 
LEOrs. At the New York reciprocal underwriters the risks 
must be equipped with automatic Sprinklers, not necessarily 
a building of fire resisting construction, but it must be 
of substantial brick, joist or mill construction, and so 
on down the line to affiliate underwriters, which requires 
neither fire resisting construction nor automatic sprink- 
ler protection; it none of the exchanges write in any 
form any risk which the underwriters think to be ultra 
hazardous, such as oil refineries, veneer plants, and 
things of that sort -- grain elevators and so on. 

BY MR. ELLIOTT: 

Q2- You do not underwrite any rural or agricultural 
projects? A. No, sir, we do not underwrite insurance 
where there is absence of public protection. 

Q.- I am interested in the annual meeting of the sub- 
Scribers. You told Mr. Parker that it was held in the 
office of the attorney-in-fact corporation? A. .That.ia 
right. 

Q- Has it a chairman? A. The chairman is elected 
when the meeting is called by the members present. 

Q. And they proceed to vote seven members as an 
advisory committee; is that right? A. Proceed to do 


what, sir? 
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Q. To vote to elect seven members as an advisory 
committee? A. That ‘is right. 

Q- Is any other business transacted at the meeting of 
the subscribers except the voting of the members of the 
advisory committee? A. Oh, yes, the auditors reports are 
submitted. 

Q- By whom are they submitted? A. The secretary of 
the meeting, who is also elected at the time the members 
assemble. 

Q.- Whom does he get them from? A. The attorney-in- 
fact corporation. 

Q. <Are there any other business proceedings? 

A. Confirmation of the actions taken by the advisory com- 
mittee meetings held throughout the year. 

Q- are those confirmations by vote of the subscribers? 
A. That is right. 

a+ Then, the new advisory committee, having been 
elected, or the old one having been reelected, has certain 
duties and powers as laid down in the contract? 

A. That is right. 

Q. It meets from time to time? A. That is right. 

Q: It does more than advise, does it not? A. Yes, 
I suppose they would exercise the obligations and the 
rights thet any board of directors might exercise. In 
addition to that, of course, their chief importance is 
that they are trustees for that fund, 

Q- Are they responsible to this annual meeting of 
subscribers who regard them as sort of representing that 
meeting? A. No, they are not responsible to the annual 
meeting of subscribers other than as I said before, that 
at the annual meeting of subscribers any actions taken by 


the advisory committee at their meetings, since the last F 
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annual meeting, are confirmed by the subscribers. 

Q. If they are not responsible to the annual meeting, 
and they do not act on its behalf, on whose behalf are they 
acting? A. I am not sure that I understand the meaning 
of your question, sir, regarding their being responsible, 

Q- On whose behalf are they acting? A. They are 
responsible to the subscribers because they are elected by 
them. 

Q.- You say they are elected by the subscribers; t hey 
are elected at an annual meeting by the subscribers? 

As Theat is right, 

Q. I am asking you whether they are responsible to 
that annual meeting of the subscribers? A. I would not 
say that they are responsible to the meeting of the sub- 
Scribers; they are responsible to the subscribers which, Tf 
think, is different, 

Q- Would you explain that difference? A. Under the 
terms of the agreement the subscribers at their annual 
meeting dlect the advisory committee, the duties and powers 
of such committee being outlined in the agreement; and [I 
would say that the committees are, therefore, responsible 
to the subscribers. If it is a convenient means of report- 
ing their activities at the amual meeting of the subscrib- 
ers, to that extent, possibly, the committees are respon- 
Sible to the meeting; but it does not necessarily follow 
that they are responsible to the meeting; they are res- 
ponsible to the subscribers. 

q@- You mean by reason of the contract that each 
Subscriber appoints the advisory committee to perform the 
duties and have the obligations? A. That is right. 

Q.- And in reporting to the annual meeting they are, 


in fact, in a convenient way, reporting to each subscriber 
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attending the meeting? A. Yes, 

Q. How do you count the vote -- I presume by a major- 
ity vote? A. Forty-three of the subscriberst agreement. 

Q-» That confirmation is not necessarily from each 
individual subscriber? A. Yes, if I understand your 
question correctly. | 

MR. MASON: Each subscriber present. 

THE WITNESS: Shall I read the clause, sire 

MR. MASON: I do not want to interrupt, but the powers 
and duties of the advisory committee are set out in 20, 26 
and paragraph 40, 

MR. ELLIOTT: I was less interested in getting the 
clause setting forth the powers and duties than TI was in 
having the witness expound on what they consisted. Thank 
you very much, | 

BY MR. MANN: 

2- May I be permitted one question? I observe in 
paragraph 43 of the general provisions relative to your 
annual meeting that it is fixed for the first Tuesday and 
Wednesday of each year? A. The first Tuesday in 
February. 

a: Yes, the first Tuesday in February. Now, if T am 
right in my interpretation, anybody who does not attend 


automatically creates the chairman of the advisory commit- 


teehis proxy? A. Yes. 


Q- Is there a notice given of the annual meeting, or 
is this the annual meeting? A. No. Notice is sent out, 

2+ How long ahead of time? A. Oh, one month or 
Six weeks, 

Q- In what form? A. A printed notice by order of 
the advisory committee, 


Q- Does that, in fact, happen? A. Yes, it definit- 
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ely happens. 

Q.- Have you attended any of these annual meetings? 
A. Yes, 

Q. <As a matter of fact, what would you say has been 
the number who attended the last two or three annual meet- 
ings? A. I have no objection to answering that question, 
but it is my opinion that it is irrelevant, 

MR. MASON: That is not for you to determine, 

MR. MANN: My question is: how many of the subscribers 
atcend the annual meeting as a rule and, for example, how 
many have attended the last three or four amual meet- 
ings? 

THE CHAIRMAN: TI do not think that is of very much 
assistance, 

BY MR. MANN: 

®- If you do not think [I Should ask the witness that 
question, I will ask this one: is it not a fact that the 
votes at the annual meeting generally Speaking are control- 
led by the attorney-in-fact? ASolNe. 

Q. It is not a fact? Awl (Noeraiz, 

Q- Then, you see how relevant my question is: how 
many individual subscribers usuaily attend that meeting? 
And then it isa pure mathematical calculation, Aer hzrt 
no subscribers attended the meeting the attorney-in-fact 
would have no vote, 

Q- What about the proxy? bay He does not get the 
proxy. 

Q.- If the chairman of the advisory committee did not 
happen to be there, he could not vote? A. Yes. 

Q- But if he does happen to be there and is all 
alone -- A. The chairman of the advisory committee has 


no connection with the attorney-in-fact, 
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Q- I understand that. The chairman of the advisory 
committee, if he is at a meeting, and is there alone, he 
has an automatic proxy by virtue of forty-three, 

THE CHAIRMAN: Is it a meeting if there is only one 
person present? 

MR. MANN: Let us say three; that would be a meeting, 
I take it? 

THE WITNESS: If I understood your comment originally, 
Sir, you made mention of the fact that because of the 
absence of most subscribers in person the attorney-in-fact 
controlled the votes. 

BY MR. MANN: 

Q- I may have been guilty of a lapse. TI was referring 
to the chairman of the advisory committee. If I was guilty 
of that lapse, I apologize. A. That is my recollection, 

Q- I refer to the chairman of the advisory committee. 
A. That is correct, 

w- What is corr4ct? A. That the chairman of the 
advisory committee automatically holds the proxy of any 
subscriber who does not attend in person, 

Q-- And habitually is it not fair to say that the 
chairman of the advisory committee really does, in fact, 
control that? A. I think it'is correct in view of the 
fact that if there are a thousand members of the exchange 
the chances are that there are not over five hundred in 
attendance. 

THE CHAIRMAN: I assume that the meeting is about as 
well attended as the ordinary stock meeting? 

MR. MANN: I cannot assume it, Mr. Chairman, 

BY MR. NADEAU: 
Q- Does the attorney-in-fact hola any fixed assets 


on behalf of the subscribers? A. The only assets which 
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the attorney-~in-fact holds are certain funds authorized 
by the advisory committee, which funds are usually author- 
ized -to an amount to enable him to expedite the running of 
the business, if YOu wish to call it that, such as paying 
nominal fire losses, expenses, salaries, wages, 

Q» There is no fixed asset at all? A. No. 

Q- Is there any equipment besides the office furnit- 
ure? A. No. 

Q» On what basis do you calculate the amount that the 
Subscribers have to deposit with your exchange? 
A. We use a basic rating schedule for determining the 
deposit in the case of each risk, and the amount of insur- 
ance, 

Q. Is there any fixed rate? A. Only as dictated 
by our underwriting judgment based Upon experience or a 
rating or schedule which we may use, 

Q. Is there a ratio between the amount and the value 
of the property insured? A. I think it is determined 
that the rate per $100 insurance is 10 cents per annum; 


then that rate would apply for each $100 of insurance 


Q- Will you tell me what are the functions of the 
deputies mentioned in paragraph 15 of your agreement? 
A. In the organization which, perhaps, becomes rather 
large the attorney-in-fact might not find it practicable 
to exercise al] the business of the attorney-in-fact 
himself, and he might depute others to assist in the 
expedition of carrying out the affairs, 

Q- He might depute subscribers? A. No. 


Witness dismissed, 
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MR. PARKER: That closes that brief for the time being. 
Will you let us have the documents later? 

MR. MASON: It will take some little time but I will 
do my best to expedite matters, 

MR. PARKER: Send the documents to the registrar, not 
to me, We will now proceed with Factory Mutuals. 

THE CHAIRMAN: Do you propose to deal with the briefs 
in this case? 


MR. PARKER: TI will pass this on to mr, Gray. 


SUBMISSION ON BEHALF OF FACTORY MUTUAL COMPANTES 
a nee MO LUA COMPANIES 


MR. EVAN GRAY: wr. Chairman and gentlemen, [I have 
with me for the Factory Mutual Companies Mr. H. 7. Freeman, 
who is the President of the Manufacturers Mutual Fire 
Insurance Company, one of the Factory Mutual group, on 
whose behalf this Submission is made. He comes from the 
home office of the company in Providence, Rhode Island, 
and he will be a witness presently on behalf of his com- 
pany. May I say a word of introduction in regard to mr. 
Freeman. If you will look at this printed Summary--and 
it may be that not all Inembers of the Commission have 
this, and I will ask the registrar to make sure that they 
have--you will find as the appendix on the inside of the 
back cover a list of the Associated Factory Mutual com- 
panies and some information to which we may refer later, 
You will see there the Manufacturers Mutual Fire Insur- 
ance Company, as old ag any, and the largest of the 
group in relation to business, and it is also the member 
of the company which has the largest proportion of its 
business in Canada. That proportion is about § per cent 
of its total business. The remainder is in the United 


States of America, Mr. Freeman was bor in this Factory 
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Mutual system, since he is the son of the former president, 
the late John R. Freeman, who was the president of the 
efoup now represented by the Manufacturers Mutual Fire 
Insurance Companies for many years, and earlier of the 
Associated Factory Mutuals business in Canada and the 
United States. The Associated Companies have a joint 
affairs committee. You will hear Something more about 
that in connection with the Joint Inspection Bureau which 
is operated under the direction of this joint affairs com- 
mittee on behalf of all the companies and does, in that 
connection, a very important and substantial part of the 
Service which these companies render to their members. 
This joint affairs committee has named Mr. Freeman as 
chairman of their Law and Legislation Committee and it is 
by his direction and under his Supervision that the briefs 
Submitted here have been prepared, and he will presently 
verify the allegations which they contain under oath. 

May I make one observation in regard to that? Any 
allegations found in these briefs which refer to the con- 
duct of the insurance business of Canada by joint stock 
insurance companies are made on the personal responsibil- 
ity of counsel who submitted the briefs. That is my 
responsibility, and I shall be pleased if any questionr 
arises on this matter, to offer myself as a witness in 
Support of the allegations which the briefs contain. 

Mr. Freeman is not to be presumed to have personal 
responsibility for the statements as to how Joint stock 
companies conduct their business in Canada. Apart from 
that, anything found in the briefs may properly be 
accepted as his responsibility. 

Now, I have also with me Mr. J. RP. McD. Costigan 


of Toronto, who is the shief agent in respect of 
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Associated Factory Mutuals in Canada. That term "chief 
agent" is a statutory expression, and its meaning is limit- 
ed to the duties described in the statute, Phe British and 
Foreign Insurance Companies Act. Its function is really 
the representation in Canada of a company having its head 
office outside of Canada for the service of notice of 
process’ in legal proceedings, and also the custodian 
of the records in Canada which are required by the statute 
to be kept here. He is not an executive, necessarily, of 
any of the companies, except the Manufacturers Mutual Fire 
Insurance Company, of which he is one of the principal 
executive officers in Ganada. 

Now, I first ask you to make a correction in the main 
Submission of the Factory Mutuals--that is the one in the 
grey cover--on page seventeen. About the middle of the 
page, below the table which shows figures there is a 
paragraph beginning "this figure of BOOS UU 6s cathe a 
wish to ask you to strike out the last sentence in that 
paragraph. I will explain the reason for that correction 
at the appropriate time. 

MR. PARKER: You wish to delete it altogether, do 
you? 

MR. GRAY: Please do that. 
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Now, Mr. Chairman, one sees in the proceedings of this 
commission representation of that well-nown statement that 
of the making of briefs there is no end. Ewt I gather from 
the instructions given this morning that so far as the reading 
of briefs is concerned, at least, you intend that there Shali 
be an end. | 

THE CHAIRMAN: We would like to dispense with as much of 
that as possible. 

MR. GRAY: Precisely. So in order to meet that view I 
Wish to present this case and és matter of certain points 
Which I think arise and are the principal points of the sub- 
mission, without reading either the Summary or the main 
submission. But I do intend, if by then your patience is not 
exhausted, to ask for leave to read the reply to the: brief of the 
joint stock insurers, for the reason, I suggest, that the 
1eéading of that will shorten the presentation materially, ” 
all understand, and I am sure you, Mr. Chairman, will agree. 
that it is sometimes shorter and more accurate to put a point 
in written form than extemporaneously,and orally. Therefore 
my present plan, subject to what you might wish to have done, 
is to present a general outline of the Summary and the main 
Submission, and then to ask Mr. Freeman to give his evidence 
to the Commission. Then when he is finished I hope to have 
the privilege of reading the reply to the joint stock insurers 
and the Income Tax Association's submissions, 

MR. PARKER: Does my learned friend mean By hath that 
after he has read the reply Mr. Freeman will again be a witness 
in respect to matters to which he will reply? 

MR. GRAY: Of course he is available to the Commission, 
if the Commission wishes to hear him. 

THE CHAIRMAN: It is more argumentative than factual, 


it seems to me. 
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MR. GRAY: Of course my learned friend will be at per- 
fect liberty to examine the witness on any point in the 
Supplementary brief when he comes és question him, and of . 
course the same applies to my learned friend Mr. Mann if he 
Wishes to ask Mr. Freeman any questions. 

MR. MANN: Do I understand there is a third brief which 
you propose to put in? 

THE CHAIRMAN: There is, if you regard the Summary as 
one brief, 

MR. MANN: There are two in now. 

MR. GRAY: My learned friend may comfort himself; he has 
Sscen all the material that we have, I hope that those who 
are interested or concerned have seen all that material, 

If they have not, they may have copies of these three documents. 
One is a printed summary, on white paper. The main sub- 
mission is this grey covered pamphlet, and the reply to the 
Stock insurers and income tax association is contained in 

this buff-coloured pamphlet marked "supplementary", 

It seemed to me, Mr. Chairman, that you might like ne 
to say a word to distinguish this part of the inquiry in 
relation to insurance from the general subject of cooperatives, 
with which so much of the time of this Commission has hereto- 
fore been occupied, My purpose is to Suggest, and I hope 
to convince, that insurance must in this respect be regardec 
acs an independent subject matter; and that very little of what 
has been offered in evidence and argument regarding coope: tives 
generally has any place in the consideration of this business 
Of insurance with which we are now concerned, 

I base that shortly on these two points that impress 
me at any rate. The statute itself, the Income Wer Tax Act. 
With which we are concerned deals, in paragraph 4(g) with tne 


6xemption of the factory mutual insurance companies and others, 
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and indeed all those with which we are concerned in this 
insurance inquiry, sas: section 4(p) is the paragraph of wis 
statute which particularly relates to other types of cooner-= 
ative organizations and which has occupied the major part of 
tho time of the Commission. So on the first point we are now 
in a different compartment of that statute when we deal only 
with insurance, 

THE CHAIRMAN: Except in so far as mutuability applies 
to both, 

MR. GRAY: Yes, Mr. Chairman; precisely, Then it seems 
to me in dealing with merchandising cooperatives, whether 
they be producers or consumers, Whether they be manufacturing 
or distributors, you are dealing with a form and type of busi 
ness which is distinet- from the insurance business, and 
distinguished from it by the Pact, or at least by this fact. 
that the essential matters of the bargain to be made hetween 
the members or with their customers are known. They coneern 
physical commodities, to begin with, whose costs and charges 
have already been ascertained or are capable of a ascertainment 
during the accounting period with which the tax collector 
is concerned. The Operation oz the merchandising cooperative 
lends itself, therefore, to a different method of Operation 
and approach, tax-wise, as well as in the practical opsretion 
of the matter, 

Furthermore, the very fact that you are dealing with a 
physical Commodity, whereas in rélation to insurance you are 
dcaling with a service which has no commodity char acter, 
distinguishes the two, But this perhaps is the paramount 
consideration; that in the insurance business you are dealing 
almost entirely with estimates for any period of taxation with 
which you are concerned. Insurance is gontinuous. YOU au 


to take an aonual period. You are to determine, if possible 
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the gain or loss in that period in so far as the taxing officer 
is concerned; and to do that he has no completed transactions, 
or very few, to which to refer, His estimate of gross income 
is an estimate having to do with so-called premiums earned, 
as distinguished from premiums written. His losses are un- 
settled and unpaid at the end of the year. and his reserves, 
SO essentially part of this business, as distinct from the 
merchandising business, in character and extent are merely 
estimates. So I ask the commission, with respect, when 
approaching this insurance problem, to believe that you are 
moving into a different field which, in relation to income 
tax and excess profits tax, must now be examined without 
reference to much of the evidence and much of the argument 
that has been submitted in relation to cooperatives generailya 

Now a word about the groups who are here, My learned 
friend Mr. Parkerts arrangement of the order of these presen- 
tations suggests to me an element of logic in it on which tg 
Wish to make a short comment, in order that you will see how 
we relate to one another individually. He has put us in this 
order: the reciprocal insurance exchanges; the factory mutuals; 
the American mutual alliance, and the Ontario cash mutuals. 
If our friends the farmers' mutuals were here in the group 
I suggest that they would come in, in carrying out this 
element of logic to which I refer, between the reciprocals, 
who have just finished, and Ourselves, who are just about to 
begin. I would say that for this reason -- 

MR. PARKER: You might even put them ahead of the resip- 
rocals, 

MR. GRAY: Perhaps. The distinguishing features of 
these five Groups are something like this. The reciprocals! 
principal characteristic is the unincorporated character vu, 


their grouping, and a ereat deal in their method of operation 
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is determined -- very much, for the tax gatherer -- by that 
element of unincorporated grouping. I am trying to avoid the 
use of the word "association." Indeed, they so impressed 
my friends, the Joint Stock Insurers that it seemed to me that 
they had already conceded the case in the brief they filed, 

THE CHAIRMAN: Call it an enterprise, if you like, 

MR. GRAY: That is an excellent term. This enterprise, 
then, stands by itself as an unincorporated enterprise, with 
its own special problems for the tax collector, with which 
we other members of the group are not concerned, we insorpor- 
ated bodies or companies carrying on as such. 

Apart from that, the reciprocals are our keen competitors, 
speaking for the factory mutuals, They are just as much our 
competitors as are my friends the Joint Stock Insurers, who 
Sit behind me, The competition is just as keen, So we have 
no common interest when it comes to securing or dealing wiv, 

a risk in which we are all interested, Then the factory 

mutual companies are like the reciprocals in so far as they 

have a deposit premium system; and the special character of 

this deposit premium system, as you already know, is recognized 
in the statute, Under the Special War Revenue Ach the section 
Which deals with reciprocals and the factory mutuals describes 
them as deposit premium companies. So that is a distinguishing 
feature of these two of the mutual group. 

But I think I gathered from the evidence of the last 
Witness that in the case of the reciprocals the deposit premium 
is more nearly related to the stock company rates than that 
of the factory mutuals,with which we are concerned; because 
in the factory mutual system there is no relianee whatever 
upon joint stock company rate-making procedure, Our deposit 


premiums are determined according to the experience of the group, 
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unrelated in any way to any joint stock Bonnaae rating biuce 
or system; and furthermore it is a cont-nuing feature.of tha 
factory mutual system that the amount or rate of deposit pran.-- 
ium is not less in the average than ten times the amount of 
the probable or expected cost, 
THE CHAIRMAN: And you find another point of contact in 
the four percent premium tax, do you not? 
Mr.GRAY: Yes, 
THE CHAIRMAN: You and the reciprocals are the only ones 
in that class? 
MR. GRAY: Quite right. And in that connection may { 
Say at once that I think the last witness Overlooked an im- 
portant point there Which affeets us both, because in present- 
ing his views of the effect of the Special War Revenue Act, 
section 13(f), where the rate of four per cent is imposed 
upon exchanges and upon factory mutuals, he omitted ty Ong 
attention of the Commission te the fact that in addition ta 
paying that four per cent upon the net cost or premium to the 
member, there igs added an element of interest or inves+mant 
income on the premium, 
MR. PARKER: No; he included that in his statement, 
MR. GRAY: Then it was my fault, because I misseca 
| MR. HAYDEN: He added Something for that, 
MR. GRAY: In the part of his evidence T heara he omits 
Po call attention to the fact that investment income is added 
to the net cost of the insured, in order to get the taxable 


premium, 


Our friends who come with the American Mutual Alliance 


are to be distinguished from the factory mutuals principally 
in that the deposit premium does not bear the same relation 
to net cost which the factory mutuals does, For exanple. 


ey might have dividends of some, shall we sey, 15 to 30 


7 
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per cent, participating dividends ; but they are hardiy in the 
class of the 10 per cent factory mutuals. The significence 
of that is this, that the investment income element of the 
factory mutual operation is much more important to the member 
and to the company than it is in the case of the ordinary 
mutuals represented by our friends the American Mutual Alliance. 

THE CHAIRMAN: Or in the case of the reciprocal? 

MR. GRAY: Yes; I think the same is true there. That 
is, an element of investment income is a substantial and impor t-: 
ant part of the gross income of the company. 

Finally we come to the case of the Ontario cash mutuals , 
where we find a distinguishing bisnent in that only part of 
their business is written on the purely mutual plan; but beyond 
this, they have also a system of fixed premium insurance 
Carried on which, even though it be still insurance at cost. 
distinguishes it somewhat from the deposit premium method. 

I thought you ought to see us in perspective in that way, 
in order that we may distinguish the factory mutual case on 
some important points from any of the others who are with us, 
Mind you, we are not competitors of the farm mutuals. We are 
competitors of the reciprocals. We are in some cases compet 

tors of the American Mutual Alliance companies, We are not 
competitors of the Ontario cash mutuals, because we occupy 
different fields. The field of the factory mutual, as vou 
already know, is limited almost exclusively to industrial 
and commercial risks, all of them Sprinkler-protected, and 
SO is highly selective. 

Another point I would like to make just now, is that in 
addition to those who are here, and to whom I have just spoken, 
it seems to me singular that there are some who are not here, 
Namely the mutual life insurance companies. I want to reier 


to them for a moment for one reason particularly. We say in 
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our Statement that the factory mutuals ought to be treate 
precisely as mutual life insurance companies are treated 
when it comes both to the premium tax and to any consideration 
of income tax or excess profits tax, 

I do not mean, for example, that the rate of taxation 
on life insurance need be the same as on fire. Not at all, 
It is quite likely that any minister woulda distinguish in the 
rate of premium tax that he would recommena to parliament in 
relation to life insurance and fire insurance. But the 
principle of the two is and ought to be the same, namely, that 
the net cost to the insured should be the taxable premium 
in fire insurance, as it is in life. 

Furthermore we say that in relation to these elements 
of profit, the position or the Mutual Life Insurance Company 
and that of the factory mutual are identical, in that neither 
one, by its operations,produces a taxable profit, and thereiore. 
when the tax collector or the statute nas to be considered, 
the principle of the two is identical. 

Let me just make that very clear as far as the factory 
mutuals are concerned. We sts hot here to ask for exemption 
of one dollar or any other denomination for the factory mutual 
fire insurance companies from any system of taxation which is 
to apply generally and without discrimination to the insurance 
business. If the tax collector can find in the factory mutual 
System a profit as that word is to be understood, or within 
the intention of the act, by all means let us have it assessed, 

MR. PARKER: That 1s, you do not ask for any statutory 
exemption? 

MR. GRAY: No, I do not say that at all. That is a 
different point, and I will come to that in just a moment, 
It is a very good point, and I thank you for the suggestion, 


THE CHAIRMAN: Then section 4(g} is a comfort to you, 
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but you do rot actually need it? 

MR. GRAY: Precisely. To answer my learned friend rigno 
away , section 4(g) prevents litigation. It is no doubt well 
known to this Commission, as it certainly is to my learned 
friend Mr. Parker and those who sit behind me, that our friends 
the joint stock insurers did their best -- and that is Quite a 
lot; they are good people -- to euaBaecine to persuade this 
government that & case ought to be stated under the Income 
War Tax Act as it stands at present, to have it declared that 
mutual companies develop a taxable profit which the tax gather- 
er was negligent in not having already assessed and collected. 
They.were not able to arrange that project to their satisfac- 
tion, because they could not find a status for themselves 
in that form of litigation. But they still pretend, and in 
their brief they say, that if this act were properly under- 
stood the factory mutuals and all the rest of us would be 
paying income tax. 

That is a question of law, and I expect that it will nos 
be determined here by this commission. The value of that 
section 4(g) is this; that even though we are, as I respect- 
fully submit, exempt at common law from income tax as such, 
by well understood and recognized decisions of the courts, 

_ the value of 4(g) is that it writes it out in plain terms , 
where all can read, and in a form which binds the courts as 
well as the tax collector. That is the value of 4({g); and 
I am not suggesting that it ought to be dropped. Indeed, we 
would urge most earnestly that it be maintained. 

Just to complete the answer to my learned friend Mr, 
Parker, the main point I-was making was this. The factory 
mutuals are not here to ask for exemptions or special 
privileges. They have never asked for any yet, and This y 


seek none from this Commission. If there can be found in 
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Our accounts or activities a form of profit subject to tax. 
of the quality which answers to that tex in the activities 
of our friends the joint stock insurers, who sit behind me , 


then let us have it taxed and we Will pay the shot gladly, 


J 
| 
because these factory mutuals are only servants of the people, 
as are our other friends, They have no wish to avoid any 
' form of taxation in circumstances and conditions such as these 
particularly, which is properly assessable against then. 
Indeed, we wish to go this much further and say, recognizing 
the need for income for the public revenues by way of taxation, 
that we think there is quite good room for saying that the 
insurance business may not be contributing all that may be 
expected from that business; and by "business" I am talking 
| about the people who pay the shot, that is all policyholders, 
If this business is not now paying its full share of the 
burden of taxation which must be paic into the public “r- 
then let us take the premium tax, which is of even application 
Over all systems of insurance and all forms of organization; 
and, having put that on a non-discriminating basis -- that Ls 
4m even rate for all -- let us find the additional revenue 
_ ina premium tax which will bear evenly upon all forms and 
types of insurance, 

The reason I consider that life insurance matter very 
important is this. How does it happen that we are here to-dav 
and the Mutual Life Insuré:.cc people are not here? Well, 
my friend Mr. Parker tells me, "You came yourselves; you are 
volunteers," But he is kind enough to add, "If you had not 
come I would have sent for you," 

MR. PARKER: I intimated that mighs be possible. 

MR. GRAY: I mean to say he might have recommended thas 


to this Commission. 


THE CHAIRMAN: The method of procedure is of no importance, 
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MR. GRAY: No: Let nothing I say indicate that we were 
reluctant to come. Quite the contrary. We want to be here, 
because we have a story to tell. But we think that if there 
is any case against us, it is equally a case against the Mutual 
Life Insurance companies, because we cannot find -- and in 
our respectful submission the Commission will not find -- a 
distinction in principle between the method of operation of 
the Factory Mutual Fire Insurance Company and those of the 
Mutual Life insurers. That is particularly important in 
respect of one item of our accounts which becomes very import- 
ant if one is to accept the emphasis put upon it by my friends 
the Joint Stock Insurers. That is the unabsorbed premium 
deposit. They have suggested in their briefs that this is 
an income of the same quality as the stockholders! dividend, 
earned from operations of the pvusiness; and they want it 
taxed in the same way as if it were a dividend to sharehnifaer~ 

I think the position of the life insurance people is 
important, because I would like to hear them say the same thing 
to every holder of a participating life insurance policy 
throughout this country, from one end to the other. They 
have been very careful to say, "Oh, nothing we say applies 
to life insurance." You will find that in the Ingome Tax 
Payers' Association brief; you will find it in the Joint Stock 
companies't brief, and in the brief of the Canadian Chamber of 
Commerce. "Oh, no; we are not talking about life insurance 
premiums," they say; and then they turn right around and say. 
"Of course the fire insurance business is different. This 
is a profit comparable to that of stock company shareholders! 
profits." 

Our respectful submission is that they are quite mis- 
taken, and that the unabsorbed premium deposit of the factory 


mutual system is in principle and in fact of the quality of 
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the participating dividend of life insurance policies, only 
more easily identified as such. | 

THE CHAIRMAN: You would have to ask for an amendment 
of section 4(g), then, would you not? 

MR. GRAY: Yes. That is precisely the point; the life 
insurance people are already there. 

THE CHATRMAN: You would have to ask for an amendment 
to include the life insurance companies” 

MR. GRAY: No, I submit with respect, because section 
4(g) says exactly the thing about the life insurance company 
which is not now in practice and effect applied to the 
factory mutuals, Section 4 deals with incomes not liable 
to tax. It says that the following incomes shall not be 
liable to tax herein, and then goes on: 

"(g) the income of mutual corporations not 

having a capital represented by shares, no part of th> 

income of which inures to the profit of any member 

thereof; and of life insurance companies except such 

amount as is credited to-shareholders' account." 
Those final words are necessary in the case of life insurance 
Only because stock companies as well as mutuals have parti- 
Cipating policies, Therefore those words are added to take 
care of the stock companies' participating policies; and if 
Our friends behind me were doing participating business, 
as I wish they were and I hope they will, they should have 
the benefit of the same exemption, But apart from that the 
life insurance companies and the factory mutuals are in 
identical position under section 4(g). 

Now I have just a word to say further about how we got 
here. The reason we are here, and the life insurance people 
are not, is principally this. In the Dominion Insurance reports 


for 1941 and 1942 the superintendent set out certain schedules 
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Tegarding income tax and excess profits tax in relation to the 
fire insurance business. There are no such tables about the 
life insurance business to be found in the report. In that 
report ne said in some substance, after showing some figures 
With regard to tax cxempt companies, among others the deposit 
premium mutuals,"Look at these deposit premium mutuals, 

Here are their premiums; here is their underwriting gain. 
That is all exempt from taxation, whereas down here the Joint 
Stock Insurers, presumably doing the same kind of business, 
have their premiums and their underwriting gain, and they are 
taxed," and he says to the world, "Isn't that terrible?" 

That was quickly picked up by our friends the Joint Stock 
Insurers and their agency forces from one end of this country 
to the other; and you will find those figures reproduced in 
the briefs of my friends the Joint Stock Insurers. | They are 
in the brief of the Joint Stock Insurance agents from Winninas, 
and [I think they are in the brief of the Joint Stock Insurers 
of Halifax. They are referred to also in the brief of the 
Chamber of Commerce, 

Out of this representation, I suggest, arose the public 
agitation which persuaded those who have responsibility for 
policy to make sure that their insurance came under the review 
of this Commission in connection with cooperatives, and I 
Suggest that if it had not been for those figures we would not 
have been distinguished from the life insurance companies in 
Canada in this inquiry. Those figures, I am going to show, 
will be found inaccurate and misleading; a very important 
part of my brief is directed to making that point. At the 
moment I am emphasizing it so you will see how important it. 
was to this whole inquiry, because I count that the cireumstanoe 
that brought us here. 


Now a word or two about the history of the factory mutuels. 
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These companies were licensed for the first time under 
Dominion authority in the year 1936, but they had been doing 
business in Canada for many years before that, probably from 
nearly about the time of Confederation. The company repre- 
sented by my friend Mr. Freeman, as you know, has been in 
business in the United States Since 1835, They had a sub- 
Stantial business, and I am saying "business" when I am talk- 
ing about the factory mutuals, because I am not pretending 
that we are not in business. My friends need not spend 

any time belabouring the point that we are in business, be- 
cause here we are, and say so, 

We had a substantial amount of business in Canada prior 
to 1936, going back very nearly to the time of Confederation. 
Until 1936, however, in Canada it was unlicensed insurance; 
and you will not find any account of it in the Dominion 
Insurance Blue Book, so far as I know, because this not beine 
licensed or registered, that is, the companies not being 
licensed or registerad, they made no returns to that department 
prior to 1936, 

That has been misunderstood by some people, notably by 
the Canadian Chamber of Commerce, who in their brief included 
@n appendix against which I wish to warn the Commission. It 
was a statenient as to the growth of mutual insurance in Canada 
from 1917 to 1944. In their figures for 1917 they showed the 
licensed business of Canada as representing the state of 
mutual insurance in 1917, Actually you will not find any 
factory mutual. business in that at all, cither in Ontario 
or in the Dominion, because it was unlicensed insurance in 
those days. The figures, therefore, are to be disregarded 
if the question of interest is how rapidly mutual ,insurance 
is growing in Canada. There was a large volume. Indeed, 
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by my friend Mr. Hayden if he finds this not entirely true 


| for his group. There was very little, and in fact I doubt 
| 

| if there was any -- I do not want to be too dogmatic about 

| that -- foreign mutual fire insurance licensed in Canada in 


1917 and before. Mind you, in the »crovincial departments 
there were very important fire mutual groups and local mutuals 


in Quebec and elsewhere licensed right back to before Confeder~ 


ation, but the business of the outside mutuals in Canada wes 
principally, if not altogether, unlicensed prior to 1917. 

Perhaps you would permit me just a word of explanation 
as to just why that is, because this ties into this business 
of these figures about the mutuals in the Dominion Insurance 
Report, and if it does nothing more it shows why we behave 
the way we do; why we react, . shall I say, rather violently 
to the suggestions of our competitors here that we ought to 
be restrained by some new legislative enterprise. 

The situation is this. We were unlicensed because the 
Dominion Act was insistent that no company having its head 
office outside of Canada, that is no British nor foreign 
company, could come into Canada unless it could comply with 
statutory requirements which required it to deposit in Canada 
dollar for dollar securities equivalent to all liabilities 
undertaken within the Dominion. By virtue of that require- 
ment, invented and intended, no doubt usefully, for the 
regulation of joint stock insurers, they excluded all of 
these important forms of competitors except local mutuals; 
that is to say Lloyds of London, the factory mutual group, 
the American mutuals, the reciprocals, all could not get 
licenses in Canada under the terms of those provisions, though 
they were very willing to do so. The reason was that the 
character of mutual insurance which is, our friends the 
reciprocals to the contrary notwithstanding, a common fund 


Owned by «ll, was unable to divide the egg, shall I say, 
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in two, without breaking it. The mutual is one unit or body 
whose assets belong to every member, You cannot take the 
eight per cent of the Canadian Manufacturers Mutual members 

out of the Manufacturers Mutual group, and build a wall across 
the border line and say that these assets are for Canadian 
policyholders, without destroying the wholebenefit of the secur- 
ity that Canadian policyholders have from the assets of the - 
whole group. In other words it just could not be done; it 

was acontradiction in terms. 

So all those years these important competitors stood out- 
side the range on the Dominion government authority to do 
business in Canada, The legislation of 1910, referred to 
by my learned friend Mr. Mason, protected their position and 
said, "That is all right. Although we cannot licence you, 
we do not intend to exclude you. Go ahead and carry on your 
business here." There was provision made there for unlic 
or unregistered insurance, under the 1910 act, which permitted 
these companies to carry on their business, under a certain 
handicap but enabled them to get on somehow or other without 
violating the law. 

In 1917, however, after they had been over to the 
judicial committee to decide whether or not brokers in Mon- 
treal for London Lloyds had a right to solicit insurance in 
Montreal, and they came back with a judgment in which my 
learned friend Mr. Geoffrion participated most effectively, 
which decided that the Dominion Insurance Legislation was 
ultra vires of parliament and that these prohibitions could 
not be imposed upon representatives in Canada of London Lloyds 
and others -- then the Act was reconstructed in 1917. What 
was done was an effort to replace everything they had before 
in a different form, and by a different constitutional method. 
So an appeal was made to the Criminal Code, and we had that 
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Special bb ce tbe of the Criminal Code enacted in 1917. Under 

"Immigration" we had section 12 of the Insurance Act prohibit- 
ing any insurance company from emigrating into Canada. Then 
we had section 11, which said that no agent could carry on 
husiness in Canada unless he did this and that; and they put 
back into the code every bally thing that had created the 
trouble in 1916, 

Then again we had to struggle for existence, because the 
provisions of the Criminal Code were much more serious than 
the old provisions of the 1910 Act regarding unlicensed 
insurance, They made it possible to put any man who came 
Over here from the Providence or Boston office of the Manu- 
facturers Mutual, or any broker representing London Lloyds, 
in jail for an offence under that Act if he dared to collect 
@ premium or ask a man to accept insurance in any of these 
highly reputable organizations. 

So it was not until 1923 that any relief was found. That 
is when, as Mre Mason told you, the reciprocals won their 
freedom; and when they did that they brought down the structure 
again and all mutuals had the benefit of that constitutional 
victory. 

In 1931, however, we had to meet another attack by way 
of taxation. Then the Dominion, not content with the 
obstacles already put in the way of the mutuals, indicated 
that there should be a Special tax imposed upon all the 
members of these companies, or the Subscribers to reciprocals, 
who dared go outside the list of licensed companies for the 
benefit of a competitive rate or service. It was in 1931 
that the factory mutuals, who were parties to that proceeding, 
again with the assistance of my learned friend Mr. Geoffrion, 
won their freedom from discriminating taxes under the Species 


War Revenue Act, directed against unlicensed insurance. 
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So we come to 1934, when the whole insurance legislative 
Structure, having been undermined by the constitutional 
question, new legislation was drafted by the government with 
the specific purpose of giving a right of way to the factory 
mutual companies, to the reputable reciprocals, and to a 
certain limited group of insurers against whose responsibility 
no shadow of charge of hie cdueetty could be laid. Even yet 
they would not let in Lloyds of London, and to this day Lloyds 
of London are not licensed in Canada under the British and 
Foreign Insurance Companies Act. 

In letting the factory mutuals into the licensed group 
in Canada for the first time in the legislation of 1934 and 
1936, though, I think it right to say all that was passed 
over the most stubborn opposition of the Dominion superintendent 
of insurance, which carried him down to the Banking and 
Commerce committee of the Senate to oppose it with all the foree 
and influence he could bring to bear. 

Again an attack was made from the legal angle on the mut- 
ual position in 1942. As lately as that year -- 

THE CHAIRMAN: Are you sure of that, that it was the 
present superintendent of insurance who opposed that? 

MR. GRAY: I was there, Mr. Chairman, Mr. Meighen 
was in charge of the bill for the government in the Senate, 
The late Mr. NeW. Rowell,-later Chief Justice of 
Ontario, drafted the legislation on the instructions of the 
Prime Minister, Mr. Bennett; and he had, in consultation with 
all the interested parties, worked out a plan of legislation 
which was acceptable to all the parties except the Dominion 
Superintendent of insurance and our friends the Joint Stock 
Insurers. When that legislation came to the Banking and 
Commerce committee of the Senate Mr.Rowell and Mr. Meighen 


had there to meet the opposition of the present superintendent 
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of insurance, who assured the committee that the whole 
plan was a mistake and misconceived, and ought not to be 
adopted. Nevertheless it was enacted. 

In all those proceedings, every one of then, we have 
had to face the associated opposition of our friends the 
Joint Stock Insurers, who were there by counsel to oppose 
Our coming into Canada under any Dominion government licence, 
Always they were associated in interest with the Dominion 
government, which was maintaining its claim to insurance 
jurisdiction under the existing statutes. So to-day we 
find this situetion confronting us Beain, ina new area, 
that of taxation before this Commission. [I hope you will not 
think we can dissociate ourselves, whatever the Commission 
Can do, from the long struggle that these companies have had 
to obtain any recognition under Dominion Statutory provision 
for the form of insurance which they represent. 

Now may I turn to the point regarding the Special War 
Revenue Act and the rates of taxation imposed on insurance 
premiums, on the factory mutuals as premium deposit companies, 
in distinction from the joint stock insurers. 

THE CHAIRMAN: We usually adjourn at 4.30, Mr. Graye Do 
you think it would be well for you to bring in that point now, 
or shall we go on in the morning? 

MR. GRAY: If it suits the Commission I should like it 
very much if you would eall it 4.30. 


THE CHAIRMAN: Very good. I think that would be better, 


-__~— 


The Commission adjourned at 4.50, to meet to-morrow, 


Tuesday, April 17, 1945, at 10 a.m, 
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The Commission appointed to inquire into the 
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of income and excess profits tax, organization 
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Ottawa, 
Tuesday, 
April 17, 1945, 
The Commission met at 10 a.m., Mr. Justice 


McDougall presiding, 


VR, GRAY: Mr, Chairman and gentlemen, I said at the 
adjournment last evening that I wished to mention the Special 
War Revenue Act. In this connection may I read one para- 
graph from the main Submission, which is the gray covered 
pamphlet, beginning at the bottom of page 2: 

"An example of such unfairly discriminatory taxation 
appears in the special war revenue legislation of 1931 
(21-22 Geo. V. Cap. 34 s. 16 (1) (a)), which was declared 
ultra vires by the Judicial Committee of the Privy Council 
before it came into effect, (1932 Asc. 41) “Te that legis- 
lation had been maintained and applied, every Canadian member 
of a factory mutual insurer would have been compelled to pay 
an annual tax of 15 per cent of gross premium deposits in 
addition to the 1 per cent premium tax paid by the company, 
This additional tax was at that time approximately three 
times the total annual expenditure for losses and expenses 
in the system," 

May I say in explenation of that, that in 1931 the 
absorbed part of the premium was on the average, I think, 
only 5 per cent of the total deposit, I continue to read: 
"Obviously such legislation would have compelled the factory 
mutual companies to abandon the provincial licences to carry 
on business in Quebec and Ontario which they then enjoyed 
and to withdraw from business in Canada. It seoms that in 
that case, at least, the courts were a better protector of 
the public interest than was parliament itself, There is, 


therefore, a responsibility on this Commission to make 
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recommendations of methods of taxation of this insurance 
business, which will be appropriate to the organization to 
Which it is to be applied, and will thus be discriminatory, 
but not unfairly discriminatory in its application," 

I feel that I owe the Commission an explanation of that 
Sentence, "It seems that in that case,at least, the courts 
were a better protector of the public interest than was 
parliament itself." I would not want the Commission to think 
that parliament was expressing, in that legislation, its 
judgment on the merits of that tax, or the desirability of 
having factory mutual insurance service in Canada; and I wish 
to suggest that parliament was quite unaware of the effect of 
that legislation when it was enacted. At that very moment my 
learned friend Mr, Geoffrion and I were in London, preparing 
to argue the constitutional question on the Quebec insurance 
reference, My learned friend Mr. Geoffrion was appearing for 
the province of Quebec, and I was appearing for the factory 
mutual companies, We heard of this legislation only by 
telegraph, when it was introduced in the minister's budget 
resolutions, On my return, careful search was made of the 
records of both houses and, according to my present recol- 
lection, on which I think I can confidently rely, there was 
not a word of explanation given in either house as to the 
effect of that innocent-looking bill, which seemed to provide 
only for a tax of 15 per cent on premiums in unlicensed in- 
Surance. So I suggest that this Commission ought to -- 

THE CHAIRMAN: But very often the courts have these 
innoceiit-looking statutes to deal with. 

MR. GRAY: Yes, I think that is true. Fortunately the 
Judicial Committee declared this one to be ultra vires, ane 


therefore it was invalid. But in considering the merits of 
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taxation of the factory mutual companies I would like this 
Commission to think that parliament has not, by this legis- 
lation, expressed an opinion in relation to that tax, 

You will observe also, in that connection, that the 
factory mutual companies had licences in the provinces of 
Ontario and Quebee before they were licensed in the Dominion 
of Canada, the latter occurring only in 1936. The provinces 
had given licences to these organizations in 1927, and I 
Should like to make this point: that throughout this whole 
matter it will be found that Boo vino ret legislatures and 
provincial governments have nourished and protected mutual 
insurance organizations of all types, whereas the policy of 
the dominion legislation, in so far as it ean be found in 
the statutes, has offered no Similar encouragement or pro- 
tection to mutual insurance as Such, 

I suggest that the reason for that is that the provinces 
have learned much from the experience with the local farmers! 
mutuals through Canada, which in nearly every province, and 
particularly in the provinces of Quebec, Ontario and Saskat- 
Chewan, have done a magnificent piece of public service over 
many, many years. So, having seen in operation, with full 
Security to the public, a system of mutual insurance which 
‘was independent of stock company insurance in those provinces, 
I suggest they protected and encouraged these institutions as 
competitors for joint stock companies, whereas in the dominion 
legislation you will find that the whole form of the insurance 
Statutes has been moulded by the character and mode of oper- 
ation of the joint stock companies, to the practical exclusion 
of mutual insurance of all types. 

I said I would show that the representation in the 


Dominion Insurance Blue Book relating to underwriting profit 
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of the factory mutual companies was inaccurate and mis- 
leading; and that I believe the Commission will think one 
of the vital and important points raised by this inquiry 
because, as I have already said, out of the publication of 
those figures has come the demand for the inquiry by this 
Commission into the fire insurance business of mutual com- 
panies. Therefore I ask leave to read a section from the 
main brief, beginning on page 14, entitled, "Underwriting 
Account in Canada." This is the Only section of this brief 
which I will ask your indulgence in reading, Because this 
Section refers to exhibits found at the back of the book, to 
which it may be inconvenient to refer, may I give you copies 
of the exhibits to put alongside the page on which you are 
reading, so if you wish you may follow the significance of 
the statement. 

"The annual statement form required by the Dominion 
Department of Insurance --" 

Here is a specimen blank copy of the statement form re- 
Perred to. 
".- from all British and foreign companies, in the account 
entitled 'Underwriting Account in Canada,' misrepresents the 
Canadian business of the factory mutual companies, It pur- 
ports to show the Canadian business of the factory mutual 
companies as a separate compartment of their undertaking, 
and thus to ascertain the result of the Canadian operations: 
& method which is quite impracticable and incorrect, This, 
of course, is well understood by the examining officials of 
the Dominion Department of Insurance, but unfortunately, the 
reproduction of the figures presented by these annual state- 
ments in the published Blue Book of the department has led 


to considerable public misundorstanding of tho operations of 
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the promium-deposit mutual companies, The balance of the 
account on page 14 of the annual statement has been carried 
into the Blue Book in an aggregate described as ‘Underwriting 
Profit! ! Deposit-promium Mutuals,' in the special schedule in 
the 1942 Blue Book at page LXVII and following pages, as 
'Non-taxable Underwriting Profit.! Both of these represen- 
tations are incorrect and misleading ss to deposit-premium 
companies, No criticism of the exhibit is intended in its 
application to fixed premium fire insuranee companies; it 
Simply is not appropriate for the factory mutual system, 

"Exhibits I and II, set out in appendix 'Bt compare and 
contrast the actual results with the figures in the table on 
page 14 of the annual statement of the Manufacturers Mutual 
Fire Insurance Company (one of the factory mutual group) in 
respect of business for the calendar year ended December 31, 
1941, Exhibit I is a copy of that statement. It will be 
noted that the words ‘underwriting gain' and 'underwriting 
loss' as printed in the exhibit have been struck out by the 
company when filling in the return, and this is the uniform 
practice of the factory mutual companies when completing this 
return. This deletion is intended to call attention of the 
department examiners to the fact that the exhibit does not 
result in ascertainment of what is generally regarded as 
underwriting gain or underwriting loss, Those who prepare 
the Blue Book have ignored this reminder, 

"Exhibit II is a showing for the same company for the 
same period, on the same facts, of the operating surplus of 
the company, both with and without investment income taken 
into the account. The underlying principle of Exhibit II 
is that Canadian members assume liability for and pay that 
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proportion of the total losses and running expenses of the 
company which the total of Canadian premium deposits in 
force on December Z1ist, 1941, bears to the total of all 
premium deposits in force in the company on that date. This 
is the most practical representation of what actually happens 
in the company's operations over a period of twelve months. 

"If an accountant wished to know what happened to the 
reserve of a factory mutual company during any period of 
operation, this Exhibit II will show as nearly as possible 
what was added to or deducted from (as the case may be) the 
reserves of the company, by reason of the operations of the 
period. Exhibit I certainly would not give any reliable 
information on this point. In using 8 per cent of totals, 
the actual proportions in this company of Canadian to total 
premium deposits is applied. In another company the pro- 
portion would be different. In the aggregate of the systen, 
the proportion is, as heretofore stated, about 7 per cent 
instead of 8 per cent. 

"Exhibit II includes investment losses or gains and the 
unabsorbed premium deposit, on a proportional basis; the 
expenses and losses incurred include the same proportion 
of all expenses and losses of the company wherever the same 
are incurred. <A comparison of the corresponding figures in 
the two exhibits shows every item irreconcilable with its 
counterpart. One can see at once how wide a discrepancy 
exists between the resulting debit of $23,293 for the under- 
writing account, excluding investment income, under Exhibit II 
and the credit balance of $106,977.58 under Exhibit I, It is 
the latter figure which is carried into the totals for premium 
deposit companies in the tables on page XLVII of the 1942 
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make may be gauged in relation to the whole exhibit in the 
Blue Book," 

Now I ask you to be good enough to turn to page 33 of 
the same brief, and let me continue to read on that page: 

"First, it is necessary to examine the item called 
'reserve for unearned premiums at beginning of year (80 per 
cent reserve).' For a fixed premium fire insurance company 
this item is a conventional formula for the estimate of the 
sum noce ssary to reinsure all unexpired risks of the company 
in some other insurer as of the date referred to in the item, 
Its adequacy depends on the premium rate level maintained by 
the company, so that even among stock companies it is only 
accurate if the company maintains bureau-tariff rates of 
premium, It is more truly a pro-rata estimate of the unearned 
portion of the total premiums on all unexpired policies at 
the date referred to, assuming for the purpose of this compu- 
tation that the business expires at a uniform rate over the 
twelvo months period, Accordingly, as a quick method, this 
item is calculated at 50 per cent of the written premiums in 
the policies in force at the date referred to. Then a 20 per 
cent reduction from this total figure is made to represent an 
acquisition cost allowance to the original company upon the 
reinsurance of its business as a going concern, This gives 
the 80 per cent figure referred to in the printed statement. 
A similar computation of the liability for unearned premiums 
at the end of the year is set off on the debit side of the 
account and the difference between these two items represents 
the increase or the decrease in the liability of the company 
for such reinsurance reserves, 

"Now as stated above, no complaint is made against this 


formula for fixed-premium insurance companies. Assume, for 
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example, that a risk is insured for one million dollars in 
a joint stock company at a flat premium of $600, and that 
this risk has not expired on the Zlst of December, The re- 
Serve for unearned premiums at the end of the year will in- 
clude 80 per cent of 50 per cent of $600, i.e. $240, for this 
particular policy, regardless of its date of expiry." 

You will see that this is visually interpreted on this 
diagram, which is the other exhibit. 

"But consider the case of a similar risk insured for 
one million dollars in a factory mutual company on a premiun- 
deposit basis, and a striking difference appears, The pre- 
mium-deposit in this case is 60 cents per $100 of insurance, 
which makes a premium deposit of $6,000 instead of a flat 
premium of $600, At the end of the year 90 per cent of this 
premium deposit is returned or credited to the factory mutual 
member, leaving the absorbed portion of the premium $600 and 
the unabsorbed portion $5,400. Computing the reinsurance 
reserve in accordance with the formula required by the depart- 
ment statement form on page 14, we find that this risk contri- 
butes to the aggregate reserve 80 per cent of 50 per cent of 
$6,000, which is $2,400 as against the corresponding figure 
of $240 in the case of the joint stock company. Accordingly, 
identical risks (which we are bound to assume can be re- 
insured at the same cost in some other insurer) produces a 
liability in the annual statement of $2,400 for the factory 
mutual company and $240 for the joint stock company, notwith- 
Standing the fact that for the purposes of this illustration, 
the net cost to the insured is the same in both cases, namely, 
$600 for one year. The effect of the statement form is to 
inflate the liability of the factory mutual insurer for re- 


insurance reserve in this account to 1000 per cent, as 
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compared with the joint stock companies on the same risk, and 
the inflation is necessarily carriod into the balance in the 
Statement. The diagram which follows Exhibits I and II in 
this appendix gives a visual demonstration of the foregoing 
explanation, 

"Of course, in actual practice, the true net cost to the 
insured of insurance of similar risks in the factory mutual 
companies is substantially less than in joint stock companies, 
but that question and argument seems irrelevant to the enquiry 
of this Commission and is therefore not developed to demon- 
stration, The point which it is desired to make very clear 
and irrefutable is that no conclusion as to the underwriting 
gain or loss can be founded upon the exhibit in the annual 
Statement of factory mutual companies at page 14 of the annuel 
Statement form. | 

"Take next the items of 'Claims Incurred,! and '!Expense 
(including adjustment expenses) Incurred in Canada!': under 
the Department of Insurance form, Exhibit I only the losses 
and expenses actually disbursed in Canada are included in 
this item; but these items bear no relation whatever to the 
losses actually charged to Canadian members and represent 
only a fraction of the expenses chargeable and actually 
charged to the Canadian members, The company losses and 
6xpenses for the Canadian business include a proportionate 
part of the losses and the whole operating expense of the 
company in the United States as well as in Canada, as, of 
course, both the legal and the practical application of the 
mutual method requires. In the two exhibits set forth above, 
we have, therefore, the comparative figures of $32,970.01 in 
the department statement and $82,614 in the company account 


for the same item of expenses, and comparative figures of 
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$148,024.29 in tho department statement, and $99,195 in the 
company account for losses, Taking these comparative ex- 
hibits, we see then that what the dominion department has 
included in its Blue Book figure as an ‘underwriting gain! 
of $106,977.58 for the year 1941, is in actual fact an oper 
ating deficit of $23,293, 

"It is also clear from the above analysis that in actual 
fact such an underwriting statement as Exhibit II will always 
Show a deficit in the factory mutual operations when the in- 
vestment income of the company is excluded from the account, 
as the Dominion Insurance Department requires, Therefore, 
it never could produce an underwriting profit, taxablo or 
non-taxable," 

That last paragraph, I think, is a mistake; because in 
some of the years since this was written, and with different 
figures I have discovered cases in which there isa Surplus. 
So I think we ought to strike out that last paragraph on 
page 35 completely. I ask you to do so, 

THE CHAIRMAN: The whole paragraph? 

MR, GRAY: The whole of that paragraph, beginning, 

"It is also clear." Now may I go back to the bottom of 
page 15: 

"Now the Dominion Blue Book has aggravated the mia- 
representation involved in this exhibit of deposit premium 
company operations by carrying these figures into an exhibit 
in the Blue Book purporting to set forth the situation re- 
Specting income and excess profits taxes paid or exempt under 
the present law at pages LXIX and following. Not only has 
the balance of the inaccurate statement form been carried 
forward in the aggregate as an underwriting gain or profit, 


but these same aggregate figures have been exhibited at 
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page LXXII of the Blue Book as 'Non-taxable Underwriting 
Profit.' The plain fact of the matter is that if the true 
figures are used and rules are applied to factory mutual 
companies similar to those now applied to British and foreign 
stock companies (that is to say, the exclusion of investment 
income from the underwriting account) no deposit premium mutual 
develops any underwriting gain or profit on its operations, 

"Demonstration that the publication of these figures in 
the Dominion Blue Book has actually misled the public and is 
in part res8ponsible for the extension of the work of this 
Commission to the fire insurance business is seen in the 
leading article published in 'The Canadian Underwriter! of 
Toronto for June 15th, 1944, under the title 'Incidence of 
Taxes upon Different Classes of Insurers: Disparity of Treat- 
ment is Revealed by Dominion Superintendent of Insurance in 
his Report Covering the Business of 1942.' Included in this 
article, which exhibits the figures above referred to as 
'‘non-taxable underwriting profit! appear the following state- 
ments;" 

I will not trouble to read all of that quotation, 

MR, MANN: With your permission, Mr, Chairman, I should 
like to draw Mr. Gray's attention to the fact that the Can- 
adian Underwriter, to which he refers, is in no way, or in 
any manner, shape or form, associated with the Canadian 
Underwriters Association. If that impression got to the 
Commission, I wanted to dispel it immediately. 

MR, GRAY: My learned friend Mr. Mann is quite right, 
and I thank him for that reminder. I have here a photostatic 
copy of the article in question. Although the publication 
4s called the Canadian Underwriter,it is an independent in- 


surance magazine. But it has a wide circulation throughout 
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Canada among stock company insurance agents, And it will 

be found that these are the same figures that are used in 

the brief of my learned friend, and in the briefs filed with 
this Commission by stock company agents in Halifax and 
Winnipeg. The figures are on page 17, and I wish to give 

you the correct figures which I say should be substituted 

for those on that page. Under the heading "Premiums" we say 
the. correct figure is $2,107,271. Under "Underwriting Profit" 
the correct figure is $218,745, remembering of course our 
Objection to the title "Underwriting Profit." When I wrote 
this brief I had only the 1941 figures, and they were re- 
sponsible for that sentence which I have struck out, that 
sentence reading, "We can be certain that the correct figure, 
produced by the method applied in Exhibit II, would be a minus 
quantity," It is a minus quantity in 1941 and in 1943, The 
figure for 1942 is extraordinary, however, and it developed a 
positive figure of $218,745. 

‘MR, VAUGHAN: In that last column, "Profit After Taxes," 
is there any change? 

MR, GRAY: Yes. That figure of $633,232 should be struck 
out and nothing inserted there at all, because there is no 
figure comparable from the joint stock companies with our 
profit after taxes, since they never include investment in- 
come in their exhibit of so-called underwriting profit. 
Therefore if I were to attempt to put any figure in the 
right-hand column it would be misleading as a comparison, 
so I ask you to please note that we object to the figure in 
that column, $633,232, as being incorrect, and we do not 
offer any substitute for it at this place. 

On the same page, 17, there is a reference to a speech 


made by my learned friend Mr, Leslie Ham, which I should like 
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to say was not intended as a reference to any of the counsel 
engaged in this inquiry. At the time it was written Mr. Ham 

was and I think still is manager of the Canadian Underwriters 
Association, and it is only in that capacity I had reforence 

to him in this brief, 

Then I have only one more point to make and I will sit 
down and make way for the witness, That concerns the matter 
of the Special War Revenue Act, and our complaint of dis- 
crimination as between the factory mutuals and stock companies. 
I ask leave to read one paragraph, 

THE CHAIRMAN: In the year 1942 how did you carry- the 
item of $218,745 in your statement? A, It never appeared 
in any statement filed with the dominion government, 

THE CHAIRMAN: Or in any other statements that were pub- 
lished. How was it carried? 

MR. GRAY: Just as you see it in Exhibit II. Let us 
look for it there. 

THE CHAIRMAN: That is for 1941. Apparently 1942 was 
the only occasion on which you say there was such a figure? 

MR. GRAY: No,not the only one. I say only this, that 
1942 was a very extraordinary year and produced an extra- 
ordinary credit balance. 

THE CHAIRMAN: How did you.entitle this sum of $218,745 
in your statement, though not necessarily your statement to 
the insurance department? 

MR, GRAY: I think I understand the question -- 

THE CHAIRMAN: Was it not “underwriting profit"? 

MR, GRAY: No, sir. Let me just look and see, [I have 
here the statement and it is headed "Deficiency or Surplus,” 
Where those words came from in this heading I am unable to 


say. I think those are my own words, "Deficiency and Surplus,’ 
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et me esi: Mr, Freeman if he can tell me. Let me say this, 
Until I asked for these figures the companies had never mado 
ud, as far as [I know, a@ statement of their Canadian business 
distinct from their over-ail, and they never had this figure 
in their own possession until I asked to compute it, There- 
fore it has never appeared, as far as I know, in any govern- 
ment return or any published financial Statement, because 
they never did take off their Canadian business separate and 
apert from the over-all, Perhaps that is the only answer 
that could be made to that. At any rate, Mr. Freeman will be 
heard in a moment;if there is any further inquiry it can be 
pursued with him, 

In this statement for 1942, which I have here for all 
“he companies made up on the basis of Exhibit II and sent in 
at my request for the purposes of this inquiry, this item is 
Shown about the middle of the page, as you will see, under the 
heading, "Deficiency or Surplus," and at the extreme right - 
hand is carried out a different figure entitled, "Total 
Underwriting and Investment Gain," or, "Total Underwriting 
and Investment Loss," as the case may be. 

MR, PARKER: Is the gain a profit? 

MR, GRAY: No, the gain is not a rvofit in the sense that 
we are discussing here, The gain is very plainly a Surplus 
or a deficiency, as the case may be. It is the part which 
iS eithsr added to or subtracted from the reserves of the 
company at the end of the year. Let me make that plain. The 
vasance which I have developed here under the heading, "Total 
Undervrt ting and Investment Gain," or, "Total Underwriting and 
investment Loss," is the amount which is added to or subtracted 


from the reserves in the hands of the company at the end of the 


calendar year, 
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THE CHAIRMAN: And that column, I take it, shows a 
Surplus every year? 

MR, GRAY: No, not every year, 

THE CHAIRMAN: In the majority of years? 

MR, GRAY: I have the exact number, Thirty-one years 
Show a gain and fourteen show a loss, in the forty-five shown, 

Perhaps you would be interested also in this information, 
obtained as a result of this same exhibit. The total under- 
writing and investment gain for all eleven companies for the 
four years,1940, 1941, 1942 and 1943, developed in this manner, 
according to our own figures and after this Special inquiry, 
is $489,399; and that is to be compared or contrasted with 
what the Dominion Government Blue Book figures develop for 
the same companies for the same years, the figure of 
$1,917,268. So you see what we say is the true figure is 
Something like 25 per cent of the figure for a four-year 
period developed by the Dominion Blue Book figures, 

Now might I say that I am glad to observe the Commission 
has at its service expert accountants who could verify these 
figures, if that is desired; and we gladly offer to make 
available to them, or to anyone else whom the Commission 
wishes to see them, our accounts, without any reservation of 


any sort whatever, 


MR. PARKER: I wonder if my learned friend would permit 
mo 59 ilakeo In Observation at this point in reference to the 
accountants, Personally I cdo not know anything about them. 
Would my learned friend care to state to the Commission in 
what way this entire question of the blue books is relevant 
to the inquiry of this Commission? Let us assume that the 


‘ blue books are all wrong. Let us assume that to be so; does 
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is help the Commission? 

THE CHAIRMAN: I think the argument is directed to the 
impression created throughout Canada as the result of the 
blue books, 

MR. PARKER: But that does affect the point of whether 
or not they make profits, 

MR, GRAY: And another point is this. Our competitors 
and critics have produced these figures in their case; that 
is the plaintiff's case, if I may say saThe plaintiff's case 

is based on these figures, They are in their briefs. Here 

is the brief of the joint stodk companies; these figures are 
here as an exhibit. Here they are also in the briefs of the 
stock company agents from Winnipeg and Halifax. These are 

the only figures which the plaintiffs have produced, 

MR, MANN: Are the agents also the plaintiffs? 

MR, GRAY: Yes, I Suppose so, 

THE CHAIRMAN: I would certainly propose, as far as I am 
concerned, to ask Mr. Glassco to make a reconciliation of these 
figures, 

MR. GRAY: He will be very welcome indeed to inquire into 
them. Our accounts will be gladly made available, without ° 
any reservation at all, to his inquiry. My friend Mr, Freeman 
Suggests that by adding all the figures, as I have done, for 
the eleven companies, I have produced a result which really 
represents the business as if it were all carried on by one 
company Cor four years. Actually there are eleven companies, 
but the figures I have used, both for the dominion department 
and our own, add into one total and aggregate the figures of 
gain and loss for the eleven companies on all Canadian 
business, Mr. Freeman suggests that I say, as I gladly do, 
that it is a representation as though we had one company in 
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Canada carrying on Canadian business only, standing on its 
own feet, apart from the United States portion of the 
company's business, Then my learned friend Mr, Geoffrion 
asks me to explain the meaning of the item in Exhibit IT 
under the heading "Less: Unabsorbed declared, $435,101," 
That represents the return to the factory mutual member of 
the unused part of his premium deposit for that bicauh that 
is for all the Canadian members, 

MR, NADEAU: Is it paid back or declared? 

MR, GRAY: If the policy is terminated, it is paid back. 
If the policy is continued it is credited on his next year's 
account, and he is asked to make good his premium deposit to 
its original, proper amount. 

MR. MANN: Does he implement the amount of his original 
deposit each year? 

MR, GRAY: Most policies are written for five or three- 
year terms, as the case may be; and at the end of the policy 
term he implements the premium deposit, restoring it to its 
correct initial level. 

MR, MANN: But not each year? 

MR, GRAY: At the termination of the policy term, Re- 
gardless of the term, whether it is for one year, three years 
or five years, the premium deposit is the same in amount. 

I take this opportunity to remind you that these factory mutual 
companies deal with their members only. That is, they have 

no insurance on any risk other than their own members, or re- 
insurance Jf tho members of anothor sompany in the same group 
of eleven, 

MR, NADEAU: What are the requirements to become a member? 

MR, GRAY: The nature of the risk is the most important 


requirement. It must comply with the minimum standards of the 
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factory mutuals for fire protection; that is to say, it must 
have complete or, if not complete, the main risk must be -- 
Mr. Freeman gives me Something better than Iny extemporaneous 
efforts. Let me read from these requirements of membership, 
in this printed statement of the company. The requirements 
are: 

"1. Slow-burning or fireproof construction for main 
buildings. 

"2. Very high standards of neatness and order, 

"3. Adequate protection by automatic sprinklers, fire 
hose, hand extinguishers, etc, 

"4, Regular watchman service with watch clock while 
plant is not in regular Operation. 

"5. Fire barriers by masonry walls and fire doors be - 
tween important divisions. 

"6. Isolation of hazardous processes, 

"7. Periodic regular inspections made of each individual 
risk by trained men of broad experience who are able to give 
competent advice concerning protection against loss, and com- 
pliance by the members with the requirements of these examin- 
ers," 

THE CHAIRMAN: That is a rather restricted pield? 

MR. GRAY: Very. 

THE CHAIRMAN: Who are your main competitors in that 
field; the reciprocals? 

MR, GRAY: The rociprocals and the joint stock insurers. 


Some of om tefends the mutuals. ropressntec oy Mr. Hayden, 
come into this field, but not all of them; and only, I think, 
in the case of specialized risks. As I think you have learned 
from the brief, the average Canadian risk is in the neighbour- 


hood of $1,000,000 for coverage, which in itself shows that it 
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is limited to industrial ana commercial properties of very 
Substantial physical value, 

Now with one final point I will have finished, 

MR, ARNASON: [ Suppose each company tends to Specialize 
in a certain type of risk, depending upon the type of manu- 
facturing activity carried on. 

MR, GRAY: No, Mr, Commissioner, All eleven of these 
companies write the same classes of risk throughout, and you 
will see the importance of that when I say that their inspec- 
tion and engineering service is a joint organization, It is 
conducted by a special organization of engineers whose head 
office is in Boston, It does the inspection and reporting 
work for all the eleven companies, at the expense of all con- 
panies combined. That is to say, the total expenditure for 
the year is apportioned among the eleven companies, but this 
iS a common service in which professional engineers do the 
inspection and reports upon individual risks for all companies, 
and in many cases all companies will be interested in the same 
risk. For example, we have at least one risk in Canada of 
over $200,000,000 in aggregate of insurance on that one risk, 
That, of course, is not carried exclusively by one company 
only; but that placing company retains a certain part of the 
$200 ,000,000 and distributes the remainder among the other 
ten companies, or certain selected ones from among them, 

This is the one important point I would like to make, 
The Canadian risks are integrated with the United States 
risks in the inspection and report service, so that the 
inspectors are specialists, Take for example pulp and paper, 
with its special problems of explosion and other hazards 
peculiar to the business, They are associated for inspection 


purposes with pulp and paper mills in the United States, of 
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a similar purpose. So also take an electric company. I do 
not want to mention any risk in particular, but Supposing it 
is a company that manufactures dynamos and generators and 
heavy electrical equipment, It would be associated, for in- 
Spection purposes, with similar industries in the United 
States, That is one thing I want to keep in the mind of the 


Commissioners; that it would destroy the organization if we 


ae an a ee = 


were compelled to do what the Dominion Superintendent of 
Insurance has long wished us to do; that is, divide our 
4 business on the boundary line between Canada and the United 
States, In our respectful submission that is impracticable 
and impossible, 

Just one more point on that. You will notice that we 
in Canada, and I am Speaking as a Canadian, are dependent on 
United States service in mutual insurance to a greater degree 
than any other. A British mutual cannot cross the Atlantic. 
That is not because it is allergic to water, but practically 


you cannot run a mutual company in Great Britain and Canada 


= 


at the same time. So there are no British mutual fire companies 
licensed in Canada. We have to get the integration of our 
Canadian industrial risks with the United States plants of 
Similar character across the border; and for that reason you 
will find that in these briefs I have Submitted, where I have 
distinguished British companies from others with offices out- 
Side Canada, I do so because it is Only in the group of 
British companies as reported in the dominion reports that 
we are able to get the joint stock companies exclusively by 
themselves, In all other groups, Canadian and foreign, you 
have an admixture of joint stock, mutual, reciprocal and 
other forms of insurers grouped together in one exhibit. 


Therefore to compare factory mutuals with stock companies, 
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ft have had to look at the British figures in the insurance 
report, 

Now I come to this point about the Special War Revenue 
Act, about which I asked leave to read a paragraph which is 
On page 13 of the brief. It is in connection with this matter 
of the taxation of investment income under the Special War 
Revenue Act, which we say discriminates as betweon the fac- 
tory mutuals and the joint stock insurers, I want to read 
this paragraph, beginning in the middle of the page: 

"The average premium rate for fire insurance in Canada 
for 1942 (as reported in the Dominion Insurance Blue Book 
at page X) is 66 cents for $100 of insurance for one year, 
That is the average for all companies on all classes of risks, 
Taking the British companies, among which there are no mutuals 
or self-insurers, the same table shows an average fixed prem- 
ium rate of 62 cents per $100 of insurance taken in Canada, 
The average rate of premium deposit required for the factory 
mutual companies for 1942 was 58 cents for $100 for insurance 
(protected manufacturing and mercantile risks only). Of this 
average premium deposit, the factory mutual companies give 
back to their policy holders after insurance for one year, 
an average of 90 per cent, which is about 52 cents, The net 
amount of the average mutual premium deposit absorbed by the 
company is, therefore, about six cents for $100 of insurance. 
To add interest on 52 cents for a year to taxable net prem- 
jums -.-" 

As the Dominion Act requires us to do, 
"--~increases the tax payable by about one-third. The stock 
company does not return to the policy holder any part of its 
initial premium; yet, the stock company is not required to add 


any item of interest on premium or premium reserves to its 
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taxable premiums, Neither Should mutual companies be re- 
quired to do so," 

Then will you please look at the Supplementary brief 
in the buff coloured binding, page l: 

"The factory mutuals acknowledge the concession of the 
joint-stock insurers, in paragraph (c) on page 11 of their 
brief, that the Special War Revenue Act, imposing a premium 
tax at the rate of 4 per cent on premium deposit mutual com- 
panies and 2 per cent on joint stock companies, is unfairly 
discriminatory, and that this inequity should be remedied 
by making uniform the rate of premium tax on all types of 
insurer, 

"In their main submission, the factory mutuals have said 
that the equalization of the premium tax under the Special War 
Revenue Act would produce substantial additional revenue. 
(Page 28) Figures given us by the Dominion Superintendent 
of Insurance show the following amounts collected under 
Section 14, as tax on 1943 premiums:”" 

THE CHAIRMAN: Mr. Gray, do you consider that particular 
Act within our terms of reference? 

MR, GRAY: Yes, Mr. Chairman, I do. Do you wish me to 
Say why? 

THE CHAIRMAN: Yes, I would like to know. 

MR. GRAY: Shortly, there are two points. First, 
equality of taxation has been used as a sort of slogan, It 
is not our slogan; I am not adopting it. 

THE CHAIRMAN: I so gathered from your brief. 

MR. GRAY: No, I am not adopting it; but again, may I 
Say the plaintiff's case is founded on inequality of taxation. 
The appeal to this Commission is that there is unfair discrim- 


ination in exemption of the factory mutuals from income tax, 


ames "en \y 


> 5 ne: f a mm «se oa ave hi & TP uae’ 
d225 cefetoonae ‘bat spootvordan. eeosem | pe toen 


ae hert Pe iG BE “aes Cy dyn deem ni. eronbant pe 
ii CMe eta SOL. itn ane on ‘ew fatgoqs ‘oft dente 20a" ei 


, > 7 . Le 7. : 
i ware vellius teh ‘hres by “He Rhee Gittey rt tread 308 ¥ 6: ets, ome 
Deer a ri ag aren i fasg ered Bias dent one -otaumeont i ie 


we Barna LER mo “eed iekivenae ‘to pies edi ’ wre bay ba bars ws 


ee ne i eo es i . Basa eee ae me -: i coment 
Pr ters . <n - at re ser ee ace 3 wy : H : 
Shen iarnit eloplum yROvos? “ort om veetodue eben sheds, mt ant ‘a 


shee tuo wuban sent ae terete eA) So. Abie ss LL OUDS. eit taste. f 


ocr | y 
. , 4 teh oe ay ore et ete a oes Ae 5 3 x U evel 
CMT avr Of Sem cm ine @ Fits S0Ge a Fa eoveker ‘aie Ww ie = Hs 4 
‘Secueetaree fe Hence robe Mod eat! we ku cevte aciug ht (3S eo 
fg eindatts walwoLhed ed? wode someneal $0 
a et 4 ’ Se ants ; x re | ie wigs f rs a a wor no xed. Be. BE ces) 
Wstyotices doce vbiecod dee’ Ob , yom <M LMU 


| sy ae ad ao daveton to ® ares tue atetd Bir toa 


, ay a 
ae a wt © or eri - 
Sie Fei ee: Sot: oe P Z 
Ms iy poe weep ; - AFD <A 
ae walahe’ shot aM oy sy 7 


a ee ce ube yoni) 


Ra 


. wom: oF wake Bicsw I .weY, uRERRD, bs re 


oe _ 
| “daeis vegtteg! Buy sty Sera yytitweria. SrARD, ja 
. : , ‘ 


i, i.) gn¢ti3bn don oa Ff 
| vU teby oct’ hoveditan oe = 
7 re ' NG 

4 “ye baa f Sriiigqone yOu as z 
7 a 2 - 

J ~ 

. , ar ; i 
wank irane i too y te orepnerd no” ibbaue’ el. eae e'tthde 


Romerodlh 4 aie oh qaedse v cee’ ef Ho tee kennod nthe 


= 
ei 
\s. 
.* 
rs 


La ae 7 ; 5 =a ou oe : re i ot, ae i 
ve, i J - eri ye 7 VC wt" Ss Lats, SEE 


: . gid Raye faa toe, Regt Nt oe ee ca 
, A 
- : fl ry ee ) eA is Nae y 
7 Dae, ae cep eae tt Score Af chai, » 
a Ca oe 
- Ie. re ae xis ass 9 fa S ta ra 
. ran oe iH t bas aie ieee, a Ah f eae 


—5752~- Mr, Gray 


In order to maintain that they were bound to say just what 
they did, "Of course we admit that if we arc going to get 
So-called equality here, we must concede it there," so they 
recognized in their brief that the two stood or fell to- 
gether on the principle of equality. That is putting it on 
their case, 

As far as we are concerned, what I say is this, That is 
an income tax as such in the case of the factory mutuals, for 
two reasons, First, it is a tax on gross insome, as distinct 
from net income, Second, it is a tax on net investment in- 
come, Net investment income is the subject or taxation under 
the Income War Tax Act and the Excess Profits Tax Act, for 
all forms of business, and therefore is a Subject-matter with 
which those acts deal, If it was possible to find a taxable 
profit in the factory mutuals under the Income War Tax Act, 
you would have to use that item, which is now taxed under 
the Special War Revenue Act, to produce it. Do I make my- 
Self clear there? | 

THE CHAIRMAN: I think so. 

MR, GRAY: Therefore that is relevant to the application 
of the Income War Tax Act to the factory mutuals. Now, on 
the top of page 2 of the supplementary brief, I read the 
first paragraph only. I am not reading the figures at the 
bottom of page 1, because the Commission will have those be- 
fore them, 

"The marine insurance premiums written in Canada would, 
if included at 1943 levels, add about $10,000,000 to taxable 
premiums, At present, only marine premiums received by 
domestic companies are assessed for income and excess profits 
taxes and all marine premiums are excluded from Special War 


Revenue tax. It is accordingly estimated that a uniform tax 
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of 4 per cent on all insurance premiums, other than life, 
would produce about $2,435,000 additional revenue, or a total 
of about $4,750,000 annually," 

THE CHAIRMAN: I Ssbums:. Mr. Gray, that as far as the 
4 per cent tax is concerned, you approve of it provided it is 
extended to your competitors ? 

MR, GRAY: Yes, Mr, Chairman, The investment income might 
be dropped from both; that is a matter for the minister to 
consider, but we are content to leave our tax as it is if the 
others are put on the same basis, 


The brief follows: 
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Brief submitted on behalf of the 


ractory Mutual Fire Insurance Companies 


"i INTRODUCTION 


Mr. Gray 


‘Ali insurance of property or estate is fundamentally 
co-operative and mutval in character, regardless of the type 
of insurer which undertakes to serve the insured. The 
business is merely the collection, from many individuals who 
are exposed to risk of loss, of the moneys necessary: to 
indemnify those few who suffer loss from the insured perils, 
anc. of the cost of carrying on this service of collection 
and distribution of money. In all cases money contributed 
by policyholders Supports the enterprise and only those 
insurers survive which collect enough from the insured to 
fulfil their contracts and to maintain their services. 

“But some insurers do differ from others by adding to 
this fundamental Service of collection ana distribution of 
money, an active engineering service devoted to prevention 
of loss from certain insured perils such ag fire and explosion, 
Obviously, little can be done by human agency to reduce the 
risk of carthquake or tornado but Something may be done by 
Supervision of cons+ruction of buildings to reduce the con- 
sequent jtoss from such disasters, and much is being done by 
certain insurers to reduce the hazards of fire and €xplosion 
in industrial and commercial risks. The extent of the 
Preventive service rendered and the degree of its effective- 
ness determines the element of additional cost thereof; it 
May reduce the loss cost more than it adds to expense, 

“There is a difference among insurers which divides all 
these into two classes, namely; self-insurers, some times 
Caliec mutuals (Which provide insurance at cost, without any 
Slement of profit to any proprietor Other than the policy- 
holders) end insurers not owned by the policy-holders, which 
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other classification divides all insurers, namely: 
incorporated and unincorporated associations. 

"Thus the field of property and estate insurance may 
be represented as enclosed by a quadrilateral of which the 
Sides are four types of insurers, namely: joint stock 
companies and Lloyds underwriters, mutuals and reciprocals. 
Stock companies and mutuals are incorporated insurers; 
Lloyds underwriters and reciprocals are unincorporated, 
Joint stock companies and Lloyds underwriters are organized 
anc. conducted for profit; mutuals and reciprocals are self- 
insurers, organized and conducted by policy holders for 
their own benefit. These four main types constitute all 
classes of insurers now engaged in this kind of insurance 
business in Canada, 

"NO doubt it has already become clear to members of 
this Commission:that the business of merchandise distributing 
co-oneratives is quite dissimilar from self insurance. Most 
of the material Submittcd to this Gommission in Western 
Canada, respecting merchandising co-operatives, seems quite 
irrclevant to questiuns respecting taxation of insurers. ft 
is, therefore, respectfully submitted that this Commission 
Should deal with the problems of insurance taxation from a 
Viewpoint entirely independent of views respecting trading 
co-operatives generally. 

"So far as the factory mutuals ars concerned, these 
insurers have no insurance obligations to any persons other 
than their own members and do not collect premiums from any 
Persons except their own members. fhe Canadian members of 
sne factory mutual companies are all engaged in trade and 
their own trading accounts are, without exception, subject 


to all the tax impositions of trading corporations. No 
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cxemption of the factory mutual member from taxation exists 


or is sought. 


"This submission does not pretend that self insuranoe 


fills, or could fiLL, completely the requirements of 
Canadian business ang credit. All of the above-mentioned 


types of insurer, (joint stock companies, Lloyds under- 


writers, mutuals and reciprocals), are useful and necessary 


servants of the Canadian cconomy. All should be encouraged 


to render their best and peculiar services to the prevailing 


competitive system of individual and public enterprise by 


appropriate public regulation. It is obvious that fair and 
equitable taxation ean preserve the benefit of these com- 
petitive services and that unfairly discriminatory taxation 


may be used to the prejudice of one or more types of insurer 


in such a way as to deprive the insuring public of its 


Services, 

"An example of such unfairly discriminatory taxation 
appears in the special war revenue legislation of 1931 
(21-22 Geo. Vv. Cap 34 s. 16 (1) (a)), which was declared 
ultra vires by the Judicial Gommittee of the Privy Council 
before it came into effect. (1932 A.c. 41) If that legis- 
lation had been maintained and applied, every Ganadian 
member of a factory mutual insurer would have been compelled 
to pay an annual tax of 15% of gross premium deposits in 
addition to the 1% premium tax paid by the company. This 
additional tax was, at that time approximately three times 
the total annual expenditure for losses and expenses in the 
System. Obviously such legislation would have compelled the 
factory mutual companies to abandon the provincial licences 
to carry on business in Quebec and Obtario which they then 


enjoyed and to withdraw from business in Ganada. It seoms 
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that in that case, at least, the courts were a better pro- 
tector of the public interest than was Parliament itself. 
There is, therefore, a responsibility on this Commission 

to make recommendations of methods of taxation of this 
insurance business, which will be appropriate to the 
organization to which it is to be applied, and will thus be 
discriminatory, but not unfairly discriminatory in its 
application. 

"Much misinformation has been given to the public, and 
especially to agents of joint stock insurance companies, 
about the present tax levies on fire insurance business, 

This has created a mistaken belief that the provisions of 
Section 4 (g) of the Income war Tax Act exempt mutual cor- 
porations from fair taxes and confer a competitive 

advantage upon mutual insurers to the prejudice of the agents 
of stock companies. This untme propaganda has been easy to 
maintain because the deposit premium mutuals do not employ 
commission paid Soliciting agents. The associations of stock 
company agents know that the whole insurance agency system 

is in competition w~th these non-agen?y insurers. But this 
brief seeks to show that, in fact, the burden of unfairly 
discriminatory taxes has been imposed on the deposit premium 
mutuals and not on the joint stock insurers, under present 
Statutes and regulations. The deposit premium mutuals 
welcome this enquiry in the expectation that its findings 

as to facts will dispel misinformation ana misunderstanding, 
not only among the general public, but even among the commis- 


Sion paid agents of joint stock insurers, 


ii - GENERAL SUBMISSION 
"If the Commission is authorized to consider any type of 
insurance enterprise whetever, it is submitted that no 


Single type of insurer is beyond the scope of this enquiry, 
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inasmuch as the whole business of insurance is, in its 
nature, co-operative, For example , one could hardly con- 
Sider the application of income ana excess profits taxes to 
self insurers, without regard to the fact that British ana 
foreign stock insurance companies are not subject to Canadian 
taxes under these statutes in respect of investment income, 
This fact was ignored when investment income of the factory 
mutual fire insurance companies was made (and still is) 
subject to double taxation by the Special war Revenue Act in 
the hands of the insurer, and by the Income war tax Act and 
Excess Profits Tax Act in the hands of the policyholder. 

The fact that this income tax is imposed on the insurer by 

a statute under a different name, does not make it irrelevant. 

"Nor, we submit, could the application of income and 
excess profits taxes be considered by this Commission with- 
out regard to the fact that the factory mutuals now pay a 
premium tax in Canada under the Special War Revenue act at 
double the rate applied to stock companies, 

"The factory mutuals are not concerned whether stock 
companies pay or do not pay income and profit taxes. guch 
taxes do not affect the competitive activity of joint stock 
insurers because they do not enter into the premium rate 
Structure for stock company insurance; their existence or non- 
existence does not affect premium rates charged the insured, 
There is therefore no competitive advantage or disadvantage 
in the taxation or exenption of stock companies from income 
and excess profits taxes -- other representations to the 
contrary notwithstandine. If, however, some tax is designed, 
which, by arbitrary definition taxes "profit' where there is 
no profit, insurance costs to the insured are immediately 


affected by the final incidence of such taxation. That is 
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the kind of taxation which the factory mutual companies 
desire, respectfully, to oppose on behalf of their members, 

"Furthermore, while the factory mutuals do in mterial 
respects hereinafter described differ from other kinds of 
mutual insurance corporations, they are like other mutuals 
in being wholly owned and controlled by their insured 
members, and in having no income or assets not fully owned 
by and distributable to or for the account of policyholders. 
Profits in the nature of taxable income Simply do not exist 
in the mutual System, any more than they exist in a stock 
company which, on its Operations, merely “breaks even." Tf 
profit does not exist, one cannot tax it’ No one has yet 
Suggested that a stock company should pay income tax when 
its income and outgo on operations are equal. Why is it 
Supposed that a mutual could be different in this respect? 

"The law has consistently maintained this principle in 
Canadian, American and British jurisprudence, It was not 
Section 4 (g) of the Income war Tax act which created an 
exemption. The law had already recognized that an assurance 
company which consisted entirely of members having participat- 
ing policies (but not shares) was held not to be earning 
profits of a trade by effecting insurance among its members 
(New York Life v. Styles (1889) 14 Appeal Cases 381) and 
this decision was followed in the case of a company (limited 
by guarantee) formed among employers to indemnify its members 
against liability for compensation in respect of fatal 
accidents, although it did not repay to its members the 
Surplus receipts from premiums, but carried them to reserve 
(Jones v. S.W. Lanes, Coal Owners Association Limited (1927) 
A.C. 827). Section 4(g) of the Income War Tax Act was 


merely declaratory of the common law and made no change in it. 
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Wats however, additional contributions from mutuals 
and reciprocals to public revenues are required (and this 
Submission admits such a Presumption) then it ought not to 
be achieved by giving the word "profit" or "taxable incomei 
false or arbitrary meanings by Statutory definition, That 
has been done in the United States. It is quite possible 
to prescribe measures of taxation of uniform application to 
the insurance business by which the public revenue require- 
ments may be Served, (as will be shown hereinafter), without 
attempting to apply income and profit taxes to activities 
which produce no prori¢, 

"It may also be important to this Commission to consider 
how it happens that stock company income taxes and excess 
profits taxes bulk go largely in national revenue in war 
time. War conditions have greatly increased fire insurance 
revenues without, (fortunately for Canada) increasing the 
losses and Cxpenses proportionately. Special war risk indem- 
nities have been sold by fire insurance companies in Crnada 
and the United States, at rates which anticipated serious 
losses - losses which dia not happen. The initial rate was 
wisely made high to cover unknown risks -- but the mutuals 
and reciprocals gave back to their policyholders a large 
portion of this excess collection in their unabsorbed premium 
deposit return; not so the stock companies. Those high 
premiums produced high profits and high taxes, for which the 
Stock companies seem to Claim some merit as contributors to 
public revenues, regardless of the increased profieé to stock- 
holders of which these taxes are only a part. It igs a strange 
misrepresentation of merit if these high profits and high 
taxes of stock companies could be a reason or excuse for over- 


taxing the factory mutual companies, which have already 


| mre ty 
s ee iusto: 
octane tne! eaneibeeett nate “8 
Dace, awl! oat tties, ¥ TC ORAN NA cnn i ; 
| ei He cot vale he Lt a me Sng: so tkiNy Oat preva . 
‘ $ebel cotby Wo apie iad 9 eoeinoen att te 
iy w sexe ee tae chet Ao ke tw wet sapateud9 este oe ‘ 
T. eae ie eee (thw e ae AOWROE ay ‘gor 


fe. Cine ben Sere) 2 


bee, S aos eke ; 


im te Nose tee stan AX ci pe 
2 A re Pe ee ro} i a 2 4 


~«- 


lag de ‘tong 


passat Glue oF Tied Cat ee Cees 


Reiss OS RG OU hageey i et 


v | nae 
a) ; ee Sea < ee ay ony ree % tie (iiteee se) ety ee: ve on eapqgnu ae cal 


. 4 
ea Capt ta 3 
‘4 


¥4 i - me its =! , 
a rat - — er ‘i wy *, 
gf ME ai é t ae Pa aye, 4 iM nt Gs ik oi we iN hee “ 
! ‘ cS 


merce ye: 5B To), a ee i 
%4 
i ts plconin bal aed et, oe Yer SF onanty sill aici 
f { 4 I ree , Be | | ; : 
i ¢ ; a - as i 
Wemebat Hers 1m Br Zales LIAoTeee AGSMSGRH AMM) Dees 
*\ Lehi! a + 4 ‘ ie 
| : ae 
® Paeehee Rt eehao qo erirety | Lr ee aes nase war ql eakbhay 
oe an a : tad oe Se iy Cole as ete Be ¥hrad vat ‘beni 
a gi * 358 BE Gere shoes Te OMB LS 
, 4 rte So hil Od 


4 J F 
eae) th: ye oBe ot ghd bee ee ees 
pant a 1h ’ i 
a, Foor? BE at Bere des jie Sa “a gt ‘ of) 
S4e7(G lt teas 2 62 res Heh eee Or eee & 


as 


ae) 
apy } fy 2 - an ae OT a” P E pen ae a 
Py! tea ‘Sat el? ney male eae ag es Ey aot te not 


A one Bra of  « 


ecetn*: J teh ho pte sd. ad BLOGS atta oi soe 


Yogoti-r Geet: dette ~eéraagnoe Lakree™ 


s . 
ee aff en ihe - he 7 nit ae i 


-5761- Mr. Gray 


returned or credited the Savings on high-rated war risks 
to the policyholders who contributed it on a premium deposit 
plan. 

"Of course, war conditions merely underlined and exag- 
gerated pre-war conditions in respect of fire insurance profits 
both in Canada and the United States. For whatever value 
the record may have (the figures are not prepared by us) the 
Dominion Insurance Department Blue Book - 1940 - Vol. hg BG 
page XII, sets out that in sixty-six years, 1875 to 1940, the 
excess Of premiums received by British companies in Canada 
Over all losses incurred and expenses and taxes paid was 
$60,549,557. This amount is 7.94% of the premiums. (The 
British companies are referred to because there are no 
mutual corporations among them.) Now this underwriting 
profit is in addition to the investment income and any other 
income earned by these companies in Canada, of which the 
greater part is earned by investment of funds contributed by 
policyholders. It has never been necessary for fire insurance 
joint stock companies to earn any underwriting profit what- 
ever in order to enjoy handsome returns on capital invested 
in the fire insurance business in Canada and the fact that 
such underwriting profits have been gained after charging 
to that account sll taxes, as well as expenses and losses, 
seems to take some of the edge off the following bathetic 
declaration found in the brief submitted to this Commission 
by the Insurance Agents Associations of Edmonton, Calgary, 
Lethbridge and Medicine Hat at the Edmonton session On January 
e7th, 1945. 

'In conclusion we submit that the present high level of 
taxation is in large measure due to costs arising out of the 


war and that the war is being fought by the citizens of 
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Canada in the interests Of all citizens of Canada, and thas 
the tax burden of the war effort should therefore be equally 
borne by 211 citizens Of Canada, but that under the conditions 
as they exist today some of the citizens of Canada are 

paying the cost for a war that is being waged in the interests 
of all.’ 

"Since it was moneys collected by British insurers from 
Canadian policyholders that paid all these extraordinary 
profits to non-resident Shareholders, it is difficult to see 
just how the declaration of these agents, who no doubt exper- 
ience hardship in meeting their individual tax demands in 
these difficult days, should think it their duty to come to 
the aid of a system of insurance which has done so well for 
its proprietors, notwithstanding war conditions and war tax- 
ation. Ag for the factory mutuals, if they returned to 
Canadian policyholders their savings in the cost of fire 
insurance, with the effect that these policyholders were able 
to reduce their expenses and pay higher income and excess 
profits taxes to the Dominion Treasury, whose was the greater 
contribution to Canada's economic stability and fiscal solvency, 
joint stock insurers of British and foreign origin or the 


factory mutual self-insurers? 


III - BUSINESS OF FACTORY MUTUAL COMPANTES 

"The group of eleven fire insurance companies, commonly 
known as the "Factory Mutual Companies" and registered under 
the Foreien Insurance Companies Act of Canada, are similar 
in corporate form and method of operatione They were incor- 
porated and have their head offices in the United States, 
four in Rhode Island, five in Massachusetts, one in Philadelphia 
€nd one in Chicago. Names and addresses of the company head 


effices are listed in Appendix "A". They have a combined 
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Records Office for Canada in Toronto and certain of the 
companies have branch offices and resident representatives 
in Toronto. All of the companies operate on a purely mutual 
premium deposit Plan hereinafter explained. 

"The companies were originally organized and are still 
Owned and controlled by policyholders, for policyholders. 

No portion of the Carnings of these companies remaining after 
providing for operating costs and reserves can e€nure to the 
benefit of anyone other than the policyholders. The number 
Of policyholders is gmall enough to ensure that the res- 
ponsibility of the management to the policyholders is real 
and effective. ‘The object is prevention of loss by fire, 
through continuous expert engineering service, and indemnity 
of members for loss by fire and allied risks, on the mutual 
insurance plan. The companies have no capital stock and no 
shareholders. _ 

"The oldest of the companies commenced business in 1835 
and the youngest, in 1887. They have been registered under 
Dominion Law since 1936 and have been licensed in Ontario 
and Quebec since 19927, They have insured manufacturing risks 
in Canada at least gince 1875. It is on record that in 
that year a group of Canadian manufacturers engaged in the 
woollen industry in Eastern Canada came to Providence to 
persuade the factory mutual insurers to extend the bone? Pte 
of their inspection ana insurance service to Canadian risks. 
The companies are now licensed and carry on busir ss also 
in twenty-three of the United States of America. 

"The companies insure almost exclusively manufacturing 
and commercial properties of high-grade construction, fully 
Equipped with automatic sprinklers, all according to their 


Own strict specifications. The total amount of insurance in 
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the factory mutual system in Canada and the United States 

as of December 3lst, 1943 amounted to more than $16,700,000,000. 
in about 10,500 individual risks. The total amount of risk 

in Canada in the system as of the same date was $967,689,711. 
(approxima tely 7% of the total). This Canadian insurance 
consists of 837 separate risks, giving an average amount of 
insurance in Canada per risk of $1,160,000., which compares 
with an average amount for single risks in the whole system 

of $1,590,000. 

"The premium deposit made by members at the time insur- 
ance is undertaken has varied from eight to twenty times 
the net cost of insurance for one year. These deposits 
constitute a fund from which the cost of insurance is taken. 
That this is not 4 "premium" is shown by the fact that the 
deposit is the same amount whatever the term of insurance. 
The average proportion of the premium deposit absorbed by cost 
of insurance for the year 1943 over the system is approximately 
10% of the amount of the premium deposits. ‘The excess, 
amounting to 90% of the deposit, called the unabsorbed 
premium deposit, remains at the credit of the member at the 
end of cach policy year and is repaid to him at the termin- 
ation of the insurance. 

"The amount of moneys held by the companies for the 
policyholders, in Canadian securities, may be compared with 
the total amount of premium deposits received from Canadian 
members at the end of 1943 as follows: 

Canadian Premium Deposits in force $5,756,404. 
Investments in Canadian Securities 9,275,991. 
(Made up as follows:- Dominion 

Government Bonds $7,023,753.; 

Provincial, County and Municipal 

Bonds $319,413.; Railway and Public 

Utility Bonds $534,665.; Miscellan- 

eous Stocks $267,175.; Bank Stocks 


149,788.; Bank Balances in Cash 
; 981,197.) 
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2 = METHOD OF OPERATION OF THR FACTORY MUTUAL COMPANIES 

"The membership of the companies is confined to its 
policyholders who are insured against damage by fire, 
including allied coverages such as lightning, windstorm, 
sprinkler leakage, explosion, ete- The control of each company 
is entirely in the hands of its policyholders in Annual 
Meeting and its Directors, all of whom are elected by policy- 
holders. 

"The Manufacturers Mutual Fire Insurance Company was the 
first company of the 8roup to be formed- It commenced 
business in 1835 at the City of Providence, Rhode Island. 
From that day to the present time, the factory mutual companies 
have been leaders in America in development of the science of 
fire prevention. The fire prevention engineering service ig 
operated by the companies jointly, through regular inspection 
and reports carried out by specially trained fire-prevention 
engineers. The service in Canada and the United States is 
integrated on a continental basis. Industrial plants of the 
same class, wherever located, receive the game Specialized 
service. 

"All the policies are written on 4 premium deposit and 
assessment basis and no insurance whatever is undertaken on 
a fixed premium basis. Every policyholder participates in 
the savings shown on cost of operatione Upon the termination 
of the contract, every policy receives credit for or re turn 
of the unused or unabsorbed portion of the original premium 
deposit. the percentage varying with the losses and expenses 
of each of the companies and the length of term the policies 
have been in force. All the policies are subject to an 
assessment (limited to five times the original premium deposit) 
in case the funds in hand prove to be insufficient. In the 


long experience of the system, no company has ever had to make 
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an assessment. 

"The method of operation of these companies is 
different from that of any other company or group of com- 
panies. At the beginning of the policy term, a deposit is 
made which is known to be geveral times (actually eight to 
twenty times) the amount that probably will be reguired to 
pay losses and expenses. During the life of the policy, each 
deposit is charged each month with its pro rata share of 
the losses and expenses and contributions to reserves; at 
the expiration or cancellation of the policy, a summation 
is made of these monthly charges and the balance of the 
deposit (that is, the amount which is unused or unabsorbed ) 
is returned to the policyholder. This return of unused 
deposit is expressed ag a percentage of the original deposit 
and the amount thus returned diminishes as the length of term 
of the policy increases. 

"The initial premium deposit is the same for all policy 
terms and is the same for all risks with the same Sspecificat- 
ions. It varies somewhat between individual properties of 
different classifications in accordance with what experience 
has shown to be a proper measure of the difference in hazard. 
Having this in mind, it is apparent that the premium deposit 
is vastly different from the flat premium charges by stock 
fire insurance companies. In the one case it is 4 sum 
deposited with the company out of which the losses and 
expenses (the true premiums) are to be taken. In the other, 
it represents the cost of insurance to the policyholder. 

If, in the one case, the premium deposit is in excess of the 
amount required for the purpose of the company, then such 
excess is returned to the policyholder. If the premium 
paid to the stock fire insurance companies is more than is 


needed to pay losses and expenses, then the excess represents 
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profit to the stockholder of the insurance company and no 
return thereof is made to the policyholder. In the latter 
case, the premium represents the cost of insurance and 


includes the element ‘of profite In the case of the factory 


a ee? = 


mutual companies there is no such element as profit to the 


( insurer. 


V_- NATURE OF THE PREMIUM DEPOSIT 

"A fact which must be kept clearly in mind at all times 
is that the original deposit, which is purposely large in 
the case of the factory mutual companies, is a deposit and 
not 4 premium in the usual sense of the word, and that the 
companies are at all times accountable to their members 
for the unused portion of the deposit. For instance, if 
the busimss of the companies was such that it could all 
be written to begin January lst of each year and to expire 
on December 3lst of the same year, it will be seen that 
after having paid the losses and expenses, the companies 
have available for return to the members the unused deposit 
which varies between 88% and 94%. 

"However, the busir ss of insurance is a continuing 
business. Contracts of insurance are written for fixed 
terms. They do not all expire at the same time and when 
they expire most of them are renewed. Therefore, it would 
not be possible to effect an annual or other periodic liquid- 
ation of an insurance company's business, distribute its 
assets and begin to transact business anew. If that were 
possible, one could very easily demonstrate that, in case 
of the factory mutuals, at any rate, there is no surplus as 
that term is ordinarily understood, due to the fact that 
all funds of the company belong exclusively to its policy- 


holders, and in case of liquidation are distributed among 
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them in accordance with the terms of the Charter of the 
Company. A typical provision is that which appears in the 
Charter of the Manufacturerg Mutual Fire Insurance Company, 
which reads ag follows: - 

"Provided that in ease of the liquidation of the 
corporation, except in case of merger or consolidation or 
the general reinsurance of 31] its Outstanding policies, 
all persons, firms, associations and corporations who within 
Six years last past before the date of the vote to go into 
liquidation, have been members of the corporation, shall be 
entitled to share in the distribution of the reserve, and 
Other assets, after payment of liabilities, ratably in 
proportion to the amount of premium deposits paid by them 
to the corporation for insurance on the mutual plan within 


Said period of six years.'! 


VI_- ALL FUNDS BELONG TO POLICYHOLDERS 
— EE CYHOLDERS 


"The assets and income of the factory mutual companies 
can be used only in the following ways: 
rs (a) the payment of losses; 
(b) the establishment of 4 fund or reserve 
to p ay the larger or unusual loss, such 
48s conflagration. 
&+ The payment of @xpenses and taxes. 
5+ Loss on securities sold at a loss. 
4. The return of unused portion of the premium deposit at 
expiration of the policy. 
Ss The return of the unused assets to the policyholder in 
case of liquidation as provided by the Charter. 
"There is no other way in which the funds of the 


companies may be used. 
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VII - RELATIONSHIP OF CANADIAN BUSINESS TO THE FACTORY 
‘MUTUAL SYStam PA CTORY 


"Both legally and as a matter of fact, the Canadian 
“membership and Canadian risks and Canadian service of the 
factory mutual companies are completely integrated in the 
continental system in which these companies operate. 
Canadian members share pari-passu in all the rights, 
privileges and liabilities of the general membership. In 
the business administration of the companies, the Canadian 
risks are classified with United States risks of similar 

use and physical hazard for rating, underwriting, inspection 
and supervision. It is impracticable to do otherwise. Most 
of the expenses of operation of the companies are incurred 
through the head offices of the companies in the United 
States or through the joint inspection department, of which 
the head office is in Boston. All expenses of operation, 
including taxes, are pro-rated over the whole membership, 

in proportion to the premium deposit of the individual 
members Over the whole System, the Canadian risks amount to 
about seven per cent of the total, and consequently, the 
losses and expenses charged to Canadian members! accounts 
are approximately seven per cent of the total of such losses 
and expenses. This is, of course, as it should be, having 
regard to the mutuality of members, which is the essence 

of the system. The apportionment of losses and expenses 
among the membership is not a theoretical or conventional 
assumption; it is an actual and legal basis of the liability 


of members and it is a true accounting method. 


VIII - THE SPECIAL WAR REVENUE ACT 
a WE REVENUE ACL 


"Section 14 of the Dominion Special War Revenue Act, 


as enacted in 1932, provided a rate of 1% on net premiums 
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for joint stock fire insurers and 2% of net premiums for 
mutual companies Operating under the premium deposit plan. 
This is the first enactment known to the companies in which 
a different rate of premium tax has been fixed for stock and 
mutual companies. There is no such distinotten in at ae 
Statute in relation to the tax On life insurance premiums. 
No province of Canada and no state in the Unitea States 

has made any such discrimination in rate of tax. 

"Section 13 (f) as enacted in 1932, included for the 
first time, the clause which, in the case of premium deposit 
mutuals and reciprocals add to "net premiums" for taxation, 
interest on the unabsorbed Premium deposit. In so far as 
known to the companies, this provision is not found in any 
Other jurisdiction. It ig; in fect, nots premium tax at 
all, but a form of income tax levied by a statute under a 
different name.’ The discrimination between stock companies 
and premium deposit insurers was aggravated by this definition. 
In 1932, this artificial definition almost doubled the tax 
imposed. In 1945 it adds, on the average, about One-third 
to taxable premiums. 

"Since 1942, the factory mutual companies are subject to 
and pay a special war revenue tax of the Dominion under 
section 14(3) ata rate of 4% of net taxable premium 
(specially defined as above), although stock companies in- 
suring similar risks pay only 2% of net premiums under Section 
14 (1). The tax payable on 1943 premiums of the factory mutuals 
under the Special War Revenue Act was $34,632. In addition, 
the companies have paid taxes and license fees imposed by 
the provinces of Canada which, when combined with this 
Dominion tax above-mentioned for 1943 premiums, amount to 


$44, 364. 
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"The average premium rate for fire insurance in 
Canada for 1942 (as reported in the Dominion Insurance 
Blue Book at page X) is 66 cents for $100 of insurance for 
One yeare That is the average for all companies on all 
Classes of risks. Taking the British companies, among 
which there are no mutuals or self-insurers, the same table 
shows an average fixed premium rate of 62 cents per $100 
of insurance taken in Canada. The average rate of premium 
deposit required for the factory mutual companies for 1942 
was 98 cents for $100 for insurance (protected manufacturing 
and mercantile risks only)» Of this average premium deposit, 
the factory mutual companies give back to their policyholders 
after insurance for one year, an average of 90%; which igs 
about 52 cents. The net amount of the average mutual premium 
deposit absorbed by the company is, therefore, about six 
cents for $100 of insurance. To add interest On 52 cents for 
4 year to taxable net premiums, inereases the tax payable by 
about one-third. The stock company does not return to th 
policyholder any part of its initial premium; yet, the stock 
company is not required to add any item of interest on 
Premium or premium reserves to its taxable premiums. Neither 
should mutual companies be required to do so. 

"It is respectfully submitted that the taxable premium 
should be the amount of the net premium retained by the 
company both in the case of the stock company and the mutual 
insurer, as igs the case in taxation of life insurance premiums, 
and that the rate for all types of insurance should be the 


Same 


IX - "UNDERWRITING ACCOUNT IN CANADA" 


"The annual statement form required by the Dominion 
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Department of Insurance from all British and foreign com- 


panies, in the account entitled "Underwriting Account in 
Canada," misrepresents the Canddian business of the factory 


mutual companies, It Purports to show the Canadian business of 


the factory mutual companies ag q separate compartment of 


their undertaking, and thus to ascertain the result of the 


Canadian operations: 4 method which is quite impracticable 


and incorrect. This, of course, is well understood by the 
examining officials of the Dominion Department of Insurance, 
but unfortunately, the reproduction of the figures presented 
by these annual statements in the published Blue Book of the 
Department has lead to considerable public misunderstanding 
of the operations of the premium deposit mutual companies. 
The balance of the account on page 14 of the Annual Staten nt 
has been carried into the Blue Book in an aggregate described 
as "Underwriting Profitn "Deposit-premium Mutuals," in the 
special schedule in the 1942 Blue Book at page LXVII and follow- 
ing pages, as "Non-taxable Underwriting Profit." Both of 
these representations are incorrect and misleading as to 
deposit premium companies. No criticism of the exhibit is 
intended in its application to fixed premium fire insv~ance 
companies; it simply is not appropriate for the factory 
mutual system. 

"Exhibits I and Ii, eet ont in appendix "B" compare and 
contrast the actual results with the figures in the table on 
page 14 of the Annual Statement of the Wanufacturers Mutual 
Fire Insurancs Company (one of the factory mutual group) in 
respect of business for the calendar year ended December 31st, 
1941. Exhibit I is a copy of that statement. It will be 
noted that the words "underwriting gain" and "underwriting 


loss" as printed in the exhibit have been struck out by the 
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company when filling in the return, and this is the uniform 
practice of the factory mutual companies when completing 

this return. This deletion is intended to call attention 

of the Department examiners to the fact that the exhibit 

doés not result in ascertainment of what igs generally regarded 
4s underwriting gain or underwriting loss. Those who prepare 
the Blue Book have ignored this reminder. 

"Exhibit II ig a showing for the game company for the 
same period, on the game facts, of the operating surplus of 
the company, both with and without investment income taken 
into account. The underlying principle of Exhibit II is that 
Canadian members agsume liability for and pay that proportion 
of the total losses ana running expenses of the company 
which the total of Canadian premium deposits in force on 
December Slst, 1941, bears to the total of all premium 
deposits in foreé in the company on that date. This is the 
most practiaal representation of what actually happens in the 
company's operations over 4 period of twelve months. 

"If an accountant wished to know what happened to the 
reserve of a factory mutual company during any period of 
Operation, this Exhibit II will show as nearly as possible 
what was added to or deducted fran (as the case may be) the 
reserves of the company, by reason of the Operations of the 
period. Exhibit I certainly would not give any reliable in- 
formation on this point. In using 8% of totals, the actual 
proportions in this company of Canadian to total premium 
deposits is applied. In another company the proportion would 
be different. In the aggregate of the systen, the proportion 
is, as heretofore stated, about 7% instead of 8% 

"Exhibit II includes investment losses or gains and the 


unabsorbed premiun deposit, on a proportional basis; the 
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©xpenses and losses incurred include the same proportion 

Of all expenses and losses of the company wherever the gam 
are incurred. 4 comparison of the corresponding figures in 
the two exhibits shows every item irreconcilable with its 
counterpart. One can sce at once how wide a discrepancy 
exists between the resulting debit of $23,293 for the under- 
writing account, ©xcluding investment income, under Exhibit 
IT and the credit balance of $106,977.58 under Exhibit I. 

It is the latter figure which is carried into the totals for 
Premium deposit companies in the tables On page XLVII of the 
1942 Blue Book. From this the importan¢e of the Point we 
have to make may be gauged in relation to the whole exhibit 
in the Blue Book. 

"The items. in Exhibits I anda IT are discussed in detail 
in Appendix "pr, 

"Now the Dominion Blue Book hag aggravated the migs- 
representa tion involved in this exhibit Of deposit premium 
company operations by carrying these figures into an exhibit 
in the Blue Book purporting to set forth the situation respect- 
ing income anq excess profits taxes paid or exempt under the 
Present law at Pages LXIX and following. Not only has the 
balance of the inaccurate statement form been carried forward 
in wd aggregate ag an underwriting gain or profit, but 
these same “aggregate figures have been exhibited at page LXXII 
of the Blue Book as "Non-taxable Underwriting Profit.” The 
Plain fact of the mtter is that if the true figures are 
used and rules are applied to factory mutual companies similar 
to those now applied to British ana foreign stock companies 
(that is to say, the exclusion of investment income from the 
underwriting account) no deposit Premium mutual develops any 


underwriting gain or profit on its operations. 
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"Demonstration that the publication of these fusion 
in the Dominion Blue Book has actually misled the public 
and is in part responsible for the extension of the work of 
this Commission to the fire insurance business is seen in the 
leading article published in "The Canadian Underwriter" of 
Toronto for June Sth, 1944, under the title "Incidence of 
Taxes upon Different Classes of Insurers; Disparity of Treat- 
ment is Revealed by Dominion Superintendent of Insurance in 
his Report Covering the Business of 1942." Inclided in this 
article, which exhibits the figures above referred to as "non- 
taxable underwriting profit" appear the following statements: 
"A member of a co-operative or mutual organization, on 
the other hand, pays no income tax on annual dividends 
received and because they are classified as non-profit 
organizations, the co-ops or Itutuals themselves also spcape 
payment of corporation income taxes and excess profits 
taxes. Just how this set-up works to the advantage of mutual 
companies and to the disadvantage of capital stock insurance 
companies is strikingly shown in the accompanying table 
taken from the annual ranast of Mr. G D. Finlayson, Superinten- 
dent of Insurance, covering 1942 business. From this table 
it will be seen that reciprocal exchanges, deposit premiun 
mutuals and oth r mutuals paid exactly nothing as income tax 
and excess profits, stock mutual companies paid $49,461, 
joint stock insurance companies paid $4,503, 4524 ««scamaee The 
deposit premium mutuals reported a profit of $633,232 on 
premiums of $1,275,072 which works out at ee 
The really significant thing which comes out of all this, 
however, is the percentage of profit that each class of 
insurer was able to retain after taxes. Joint stock companies 


retained 1.93% ......+......+-premium deposit mutuals and 
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reciprocal exchanges retained 100% teeeeeeeeee This disparity 
in tax treatment ean by no stretch of the imagination be 
characterized as "fair and reasonable" in view of the fact 
that the other mutuals operate for the most part on a 
national or international seale, giving the same coverage 

QS 6tock companicsi.s..isscessis +++. Here is the picture in 


tabular form - 


Under- Excess 
writing Income Profits Profit 
Premiums Profit rich Reb 9 After Taxes 
Deposit- 
Premium 4 
Mutual.. 1,275,072 633,232 nil nil 33,232 100% 
Joint- 


Stock +. 82,919,802 5,907,143 1,592,746 2,710,706 1,603, 691 1, 93% 


mis figure of $633,232 1s the total taken from the 
Insurance Blue Book at page LXVII, Table 4, 1942 and is, 
apparently, the total of the balances for all factory 
kutual companies for that year, taken from the annual state- 
ment forms of the companies on page 14. We can be certain 
that the correct figure, produced by the method applied in 
Exhibit II, would be a minus quantity. 

"The Canadian Underwriter" hag 9 wide circulation among 
fire insurance agents and brokers, as well as company men, 
throughout Canada and, it is submitted, is responsible for 
much of the misinformation hereinbefore mentioned. See also 
an address by Mr. A. Leslie Ham, Manager of the Canadian 
Underwriters! Association, Montreal, ag printed in "The 
Chronicle" of December ll, 1942, at pages 885-887 for 
another example of obscurantist propaganda promoting the 
same misunderstanding of facts and feeding the same prejudice 


of ignorance. 
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X_ > INVESTMENT INCOME oF FIRE INSURANCE COMPANIES 

"Speaking generally of all types of fire insurer, 
there are two main SOurces of revenue in operations. These 
are respectively designated by the names "underwriting account" 
and "investment income account." The Underwriting Account has 
been discussed at length in an earlier part of this memoran- 
dum. The balance of that account may be called underwriting 
gain or underwriting loss, as the ease may be. 

"In the Investment Income 4ceount there will be credited 
all rents, interest and dividends earned on invested funds of 
the insurer during the year and the balance of profit or loss 
on the sale of securities during the year. The expenses of 
management of the investment business of the insurer shoula@ 
be properly included in this account and deducted from revenue, 
though in some cases no effort is made to segregate these 
from the Pensrat Sapeakes of the insurer. In accounts sub- 
mitted to the Revenue Department of the United States, an 
estimate of one-fourth of one per cent of the mean of the 
invested assets ig allowed ag the expense of investment 
managenent and this deduction in Investment Income Account 
reduces the general expenses shown in the Underwriting Account. 

"The major portion of the funds invested by all insurers, 
from which this investment income is derived, is moneys con- 
tributed by policyholders. They are reserves for unearned 
premiums, reserves for unpaid losses incurred, contlapreétion and 
contingency reserves and surplus, all derived from policyholders 
accounte Actual capital contributed by shareholders to joint 
Stock fire insurance companies represents 4 relatively sgnall 
portion of the invested funds of the company and is only 
Significant in a young and small company. 

"In the case of the factory mutual insurance comp: nies, 


and most other mutuals, ell of the moneys in the hands of the 
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company for investment igs contributed by policyholder 

members of the company and by no other interest whatever. 

In the case of the factory mutual companies, operating on 

the premium deposit plan, the income from investment over a 
period of more than forty years is generally greater than 
either the expenseg or the losses for the period. Obviously, 
therefore, an underwriting account which excluded income from 
investments would always show a deficit for any accounting 
period after the unabsorbed premiums are paid or charged to 
the account. 

"Under the present administration of Ineome War Tax and 
Excess Profits Tax Aets in Canada, income from investments 
is entirely excluded from revenue accounts of British and 
foreign insurance companies carrying on business in Canada, 
in so far as their Canadian aecounts and taxation arecon- 
cerned. What then, do those witnesses mean who tell this 
Commission that they wish to have income and excess profits 
taxes applied to the factory mutual companies on the sane 
basis as to joint stock insurers? The result of Such appli- 
cation would produce no tax whatever from factory mutual 
Operations! 

"Those representations must mean that those People who 
are pressing this Commission for new taxatim upon factory 
mutual insurers wish to have, not equal treatment of insurers, 
as they profess they do, but some special formula devised 
which will impose upon these mutual insurers some additional 
burden of taxation, on a principle different from and in- 
consistent with that applied to joint stock companies under 
the Income and Exress Profits Tax Act. If so, they should now 
put forward their proposals for criticism, instead of rely- 
ing on misinformation and meaningless slogans like "Equal treat= 


ment for all," or "taxation according to ability to pay." 
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"This line of enquiry should be pursued to a further 
cOnclusion, that is to say; by their very nature, income 
and excess profits taxes do not form any part of the premium 
rate structure under which joint stock companies carry on 
business. Premium rates are determined on the basis of 
exhibits which exclude both investment income and income 
taxes from the account. Therefore, a change in income and 
€xcess profits taxes by increase or decrease does not affect 
the premium rate level which is charged to the public for 
fire insurance on the fixed premium plan. It is quite migs- 
taken therefore to Suppose or state that the existence or 
non-existence of income taxes on joint stock insurers igs a 
factor in the competition of these carriers for the avail- 
able fire insurance business on the basis of rates of prem- 
jum charged. Stock company insurance agents have been mis- 
informed on this matter. 

"It is quite otherwise with the deposit-premium mutual; 
Since these insurers give their members insurance at cost 
and return or credit to their policyholders all the savings 
out of the deposit premium after Payment of losses and 
expenses, and include therein all investment income, any 
inerease in taxation of any kind, whether it be premium taxes, 
income and excess profits taxes or realty tax, all tend to 
reduce the unabsorbed premium deposit returned or credited to 
members and are consequently a charge to policyholders. 

Our competitors are therefore well aware that any additional 
taxes affect mutual policyholders' costs even when they do 
not affect stock company tariff rates. 

"In an earlier part of this memorandum, it was stated 
that investment income of factory mutuals was doubly taxed 
in Canada: First, under the Special War Revenue Act, when 


interest on the unabsorbed premium deposit is made subject 
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to the premium tax rate of 4% and again, when the investment 
income is credited to the policyholders premium deposit account 
and so increases by an equal amount, the "‘savine" or "dividend 
called the "unabsorbea premium deposit." That "divy" is 
taxable income in the hands of the policyholder member and 
subjected both to income war tax and excess profits tax. 

With the joint stock company this revenue from investments 
escapes income tax ana excess profits tax at both these 

stagess The Special War Revenue Act contains no such pro- 
vision regarding stock companies and the stock insurers 

return no "divy" whatever to policyholders. 

"To make this very plain, assume a factory mutual member 
takes a policy of insurance for one year on which the premium 
A BOT 6 oie is nso a bases added ead - + «$1,000.00 

Computations show the cost of 

insurance for the period of 

the policy is, say, $100.00 

During the time the policy has 

been in force the premium 

deposit of $1,000 has carnea, 

say, 40.00 

The balance chargeable to the 

policyholder then igs 60.00 

And the amount returnable to 

the policyholder, as a eo- 

called dividend, is $940.00 

"The insured is allowed as a deduction from income, the 
cost of Joing business, which includes amounts paid for 
insurance on his business property. In the above example, 
the premium deposit of $1,000 igs probably entered in his 


accounts as a disbursement for prepaid insurance, and, on the 
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basis of previous experience, he may set up, as an asset 

in his statement, the expected dividend return or unabsorbed 
portion of the deposit thus carrying from year to year, as a 
deduction from income only the absorbed portion of the premium 
deposit. But assume for ths purposes of this illustration 
that the whole $1,000 of Premium deposit is taken as a deduct- 
ion from income in the year in which it is paid out; then, 
when his policy expires, it is found that the cost of insurance 
has not been $1,000 it has cnly been $60 and he has received 
back the excess of his deposit, or $940 (which ineludes the 
$40 of investment income shown above). In this case, he 

must then in his tax return in the year in which he receives 
back this sum, account for it as income and be taxed upon it. 
But, as we have seen, the cost of his insurance has ben 
reduced by his share of the earnings on the invested assets 

of the company. ° It follows, then, that there ig 4 correspond- 
ing increase in his taxable income. It ig not essentially 
different if the taxpayer is charging off merely the absorbed 
portion of his premium deposit annually, because in that 

case, as in the other above stated, he is having the benefit 
of the investment earning on his premium deposit, credited 
through the insurer's accounts, when the net cost or rate of 
absorption is ascertained. 

"To state this another way, if the policyholder in our 
hypothetical case had not received his share of the investment 
income of the insurance company ($40.00) then his cost of 
insurance would be that much more, and his allowable deduction 
would have heen +. " Cvcresnond‘ngly. Investment income 
OF t3 cCactory mutual companies is, therefore, now taxed. It 
is taxed where it should be - that is, to the persons to whom it 


belongs and who are entitled to it and actually receive it. 
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The factory mutuals do not complain of this last-mentioned 
impost; they do protest on behalf of their members against 
the double taxation involved in the Special War Revenue levy 
against interest earnings and against any additional levy 

on investment income in the hands of the insurer which may 


be proposed. 


XI_- POLICYHOLDERS IN FACTORY MUTUAL COMPANIES ARE 
SELF- INSURERS 


"The only difference between insurance provided by the 
factory mutual companies and the owner of property who 
insures himself - that is, carries his own risks - is that 
in the one case, the protection is provided in corporation 
form whereas in the Other, it is done individually. In both 
cases, they are self-insurers. 

"Let us assume a manufacturer has decided not to Purchase 
insurance protection for his property. Actually, instances 
of this nature could be cited. If the property owner ig 
prudent, he will establish a fund to be nourished from time 
to time out of earnings, against which any losses incurred 
will be charged. Thig fund, if sufficient, will reimburse 
him for any losses sustained. If he does this, manifestly, 
he will cease paying insurance premiums and he will have 
protection at cost. 

"If, now, instead of establishing such a fund individually, 
he associates himself with other manufacturers, and they all 
contribute to a common fund, each in proportion to the amoun t 
of his protection, then all are likewise self-insurers and, 
as in the case of the individual self-insurer, they will receive 
The 2 ,rotsctim at actual cost. 

"Such an association as we have Outlined may be operated 
elther in corporate form or as a voluntary association. If 


it funetions as a voluntary association without purpose of 
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Profit, all for the benefit and protection of its members, 
then there is no more reason why it should be included within 
the provisions of income tax laws than there is to tax an 
individual manufacturer who carries his own risks - insures 
himself - and creates reserves for that Purposes They are 
both on an equal footing. They make no profit and, hence, 
there is no profit to tax. Individually, they may effect 
savings in the cost of doing business, and if they do, then 
such savings will be reflected in their profit statements and 


be taxed just as other profits are taxed in their hands. 


XII - SELF-INSURERS HAVE NO TAXABLE INCOME 

"If, now, individuals and associations of individuals 
insuring themselves in the manner we have outlined are held 
not to have any taxable income - and we submit they should 
be - then the question presents itself, why should there not 
be a like exemption when insurance protection is provided in 
corporate form, if, under that form, as in the case of 
Associated Factory Mutual Fire Insurance Companies, insurance 
protection is afforded at cost? The fact that a corpora tion 
exists does not, in and of itself, subject it to income tax, 
any more than is an individual or a group subject to tax if 
he or it has no profits and, henee, no taxable income. The 
rate of tax may differ, but the basis is the same» And so, 
it must be clear that these insurance companies, operating 
just as an individual self-insurer or 3 Sroup of self-insurers 
Operate - all without purpose of profit and solely for the 
henefit and protection of their members, and furnishing in- 
surenec ~ the i> members at cost, do not have any taxable income 
or profits acd. hence. are not and Should not be subject to 
tax; otherwise, what is there to tax? The deposits of their 


policyholders? They are not "income," within the meaning of 
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the income tax law. As well tax depositors upon their 
deposits in banks or amounts set aside as an insurance fund. 
Should they be taxed on their investment income? That is 
accounted for and is taxable to the policyholders who receive 
their respective shares of it in the returns of unabsorbed 
deposits which the insurance companies make. The situation here 
is no different than is that of the individual who insures 
himself, establishes ana maintains a fund for that purpose, 
and invests it and receives income from his investment. 
"Manifestly, such income as the insured receives is 
taxable, and that is true of policyholders in the factory 
mutual companies. They receive the income derived from 
the investment of their deposits and they must, under the 


income tax laws, report it and be subject to tax upon it. 


XIII - SPECIAL CONTINGENCY RESERVES 

"All types of insurer must have and maintain from year 
to year adequate reserves for special contingencies, which 
over a lone period, are as bound to occur as are the expected 
logses in the annual periods. These are sometimes specially 
carmarked for a particular purpose - such as epidemics in life 
insurance, or conflagrations in fire insurance, or security- 
value collapses, in both; or they may be general reserves. 
Annual contributions to such reserves are, Of course, allowed 
as deductions from income for taxation purposes if theyare 
justifiable in purpose and amount. 

"Factory mutuals are not different from other insurers 
in this reov‘-oment but they are different from joint stock 
insur-.s in that these reserves remain always the property of 
insured members and are eventually used for their account. 
Yet, for some reason, competitors point to all accretions to 


policyholders' reserves in the hands of the mutuals as if 
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these ought to be a Special target for taxation. Actually, 
castrophe hazards among factory mutuals are covered in large 
part by excess-loss re-insurance contracts, paid for by 
premiums deductible as an expense, so that even the large 
individual risk carried by the companies requires less reserve 
than if there was no such protection; but it will be recalled 
that the factory mutuals carry much larger individual risks 
than most other companies and, hence, need suitably large 
reserves. 

"The reserves maintained by the factory mutuals fulfil 
the double function of meeting extraordinary loss requirements 
and security fluctuations and also of levelling out from year 
to year the net cost of insurance to the policyholder. There 
is nothing mysterious or surreptitious about these reserves nor 
can they teve any Purpose other than the due service of the 
bolicyholders' interests to whom they belong at all times. 

"Insurance is a continuing business and averages for 
periods of years must be estimated so that both favourable 
and unfavourable experience shall be taken into account $ for 
if good years and bad years do not equalize themselves -- 
ultimately, continued unfavourable experience means bankruptcy. 
Therefore, it is not Only prudent but hecessary to establish 
reserves in years of favourable experience to provide for 
losses suffered in unfavourable years. Taxation which discour- 
ages adequate provision for contingencies would do the policy- 
holders and the state a serious disservice. 

"In 4ppendix "C" of this brief is a diagram illustratir 
the variation from year to year of loss incurred in the factory 
mutual system, which demonstrates that a policy of loss 
reserves appropriate to the experience is absolutely necessary 
for the stability of the system. Even five-year average 


losses vary from $203 to $696 per million dollars of insurance 
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at risk, and in the single year 1914 losses reached a high 
point of $1425 Per million. [In suoh circumstances adequate 
contributions to reserves are as proper and necessary deduct- 


ions from income as are actual losses paid. 


XIV_- COMPARISON WITH LIFE INSURANCE TAXATION 

"It may help to clarify understanding of the taxation 
problem of mutual fire insurance companies if we observe 
how income and profit taxes are applied to the life insurance 
business in Canada. In so far as the general public is aware, 
life insurance business ig conducted by joint stock companies 
and by purely mutual companies, without the acrimony or 
complaint of unfair practices among competitive companies, 
Which are so apparent in the Canadian competitive field of 
fire and casualty insurance. This is due, no doubt, to the 
fact that the Life insurance business is better organized, 
that the social nature of the contract and the operations of 
the company are better understood by the general public 
and that the legislative situation has not been be-devilled 
by political pressure groups seeking special competitive 
advantages. 

"Life insurance in Canada is Subject to premium taxes 
and also to income and excess profits taxes. These latter 
are recognized and admitted to be what they were intended to 
be, namely, taxes on profits The Income War Tax Act specifies 
in section 4(g) that only "such amount as is credited to 
Shareholders' account" igs liable to tax. In the life insurance 
field, purely mutual companies, from which no proprietor other 
than the polisyholder derives any financial benefit, are not 
accused, even by the Superintendent of Insurance, of making 


& non-taxable profit for Income and Excess Profits Tax Act 
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Purposes; and this is the case notwithstanding the fact 
that purely mutual life insurance companies occupy a much 
greater proportion of the life insurance field than mutual 
or self+insurers do in the field of fire and casualty 
insurance. 

"Premium taxes in the life insurance field are applied 
to the net premiums in al cases, that is to say, to the 
residue after erediting the policyholder with all dividends 
earned on participating insurance. The portion of the 
income of a joint stock life insurance company from partici- 
pating policyholders account, which may be diverted to share- 
holders' account, is limited by statute for Canadian Companies 
(See Canadian and British Insurance Companies Act (22-23 
Geo. V, cape 46 s. 80)) and in actual practice does not 
exceed five ver cent, of the total income derived from use 
of policyholders' money or profit on underwriting account. It 
is only when such income has been actually transferred or 
credited to shareholder's account that it becomes subject to 
income tax or excess profits tax in Canada. This principle is 
4 sound application of income tax, properly applied to the 
insurance business, whether it be the insurance of persons, 
of property or of estates. Inasmuch as these principles are 
unchallenged in the life ins urance field, and inasmuch ag 
the public revenue derived from the business is deemed adequate 
in relation to other sources of public revenue, it would be 
useful to understand why the same principles are not accepted 
in the fire insurance field. 

"The first and principal reason is that the actual 
situation in the fire and casualty field has been mis- 
represented in insurance department publications, in the 


public press, and through propaganda agencies of joint stock 
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companies- Only 4 clear presentation of the facts by such 
an investigation as this Commission is conducting ¢an turn 
back the ill effects of public misunderstanding. 

"In the next place, the discrepancy between the cost of 
Operation of the joint stock fire insurance Wa inews and that 
of the purely mutual fire companies operating on the premium 
deposit plan, without commission-paid agents, is greater than 
the disparity in cost between mutual and joint stock insurers 
in the life insurance field (where there is no non-agency 
system) and therefore competition in premium rate bears more 
heavily on the joint stock insurers engaged in fire business 
than in life insurance. Furthermore, joint stock fire insurers 
have not developed the participating policy as life insurers 
have dons. But surely this discrepancy in cost of service is 
not to be inade up by taxation, which discriminates against 
mutual insurance as a system of public service. If we take 
at its face value the demand of our competitors for equal 
treatment of mutual and stock company insurance under all 
taxation systems, no such result can occur. 

"But the major consideration, which creates the erisis 
in the fire insurance field is the high rate of profit 
which joint stock fire insurance companies have been making 
consistently over a long period of years on their Canadian 
business. This long period of comfortable profit has 
produced an aggregate of profit taxes which, on the fact of 
the figures, represents a large contribution toward public 
revenue from this type of insurer.e But some persons who 
Observe this fact ignore the circumstance that after these 
taxes have been paid, a very large and generous profit remains 
to shareholders of joint stock fire insurance companies in 


the Canadian field of operation. Jf course, this margin of 
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stock company profit has encouraged competition between 
the joint stock agency system and the purely mutual system 
of fire insurance. The growth of these forms of mutual 
insurance in Canada is the Occasion of the out-cry from their 
competitors who seek, by any available means, to stop the 
progress of the mutuals» That they hope to use this Commission 
to that end is made very clear by the circular letter addressed 
by the Ontario Insurance Agents' Association to its members 
at the time the order-in-council appointing this Commission 
was under consideration by the government. A copy of that 
letter, dated November 10th, 1944, sent by the President to 
"all past-presidents, Council Members, Local Associations 
and Ontario Direct Members," is produced and will be filed 
herewith. 

"The Income War Tax Act and the Excess Profits Tax Act 
are intended to assess and tax net profit on business 
operation; true profit taxes of this nature fall ag a charge 
to the capitalist whose money is at risk in the enterprise. 
The incidence of this tax is such that it cannot be shifted 
by the proprietor of the business to his customer through 
increased prices, as taxes on gross income or sales taxes 
invariably are. A demonstration that taxes payable under the 
Income War Tax Act and Excess Profits Tax Act by mutual 
insurance corporations are not true profits taxes is found in 
the fact that if such taxes were collected from mutual insurers 
the immediate and direct incidence of this tax is upon the 
policyholder member in the mutual. This fact immediately 
ereates that discrimination in tax between joint stock and 
mutual insurers, which is unfairly discriminatory and theoreti- 


cally unsound. 
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XV_- ALTERNATIVE TAXATION SOURCES 

"The factory mutual companies expect to te subject to 
premium taxes as a means of raising revenue for public nunteses. 
This source of revenue has recommended itself to all jurisdic- 
tions in which the companies operate. That the tax is at 
present a single impost by the Dominion Government, rather 
than a multiplicity of imposts by several taxing authorities, 
is a simplification of the tax system, which promotes economy 
in collection and makes for uniformity in distribution of the 
tax burden. Nevertheless the agreement under which the 
Dominion has exclusive recourse to this field is a temporary 
one, and this Commission has, no doubt, to take that factor 
into its consideration. 

"The premium tax is a form of taxation of the insurance 
business, which, applied at a uniform rate and to a correspond- 
ing base for all types of insurer, secures an equitable dist- 
ribution of the tax burden in the simplest possible form 
and with complete fairness to all compe’'titive types of 
insurance. The principles upon which this premium tax hag 
been applied to the life insurance business in Canada seems 
to be unexceptionable, if the rate of tax is fair. The 
factory mutual companies believe that a Similar tax or 4 
Similar application of the premium tax to the fire insurance 
business would give the greatest satisfaction both to the 
government, the administering department and the taxpayer. 

The rate of tax can be raised or lowered as public revenues 
_Yequire in relation to other sources of tax revenue. 

"It is true that th burden of this tax is Passed on 
by the company to the policyholder. But that is the same 
with regard to any tax imposed on the factory mutual companies, 


and so cannot be an objection in so far as they are concerned. 
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"Unfortunately, the premium tax on deposit premium 
fire insurance companies provided by the present provisions 
of the Special War Revenue Act has distorted the application 
of this tax unreasonably and unfairly, to the prejudice 
of the factory mutual companies and the reciprocal instirers, 
to which the rate of 4% applies. The rate of premium tax 
should be the same for all types of insurer, whether joint stock. 
Lloyds, mutual or reciprocal. 

"The premium taxes of the Special War Revenue Act of the 
Dominion should be returned to the form in which these premium 
taxes were found in the Provincial system of tax upon insurance 
corporations before these sources of revenue were surrendered 
to the Dominion, ise. ~ 4 non-discriminatory rate. The new 
rate of Dominion tax of 4% for premium deposit mutuals, 
substituted in 1942 for the former Provincial taxes (which had 
always been on a-non-discriminatory basis) was enacted 
notwithstanding the protest of the factory mutuals addressed 
to the Minister of Finanee and without any statement in 
justification thereof by the Minister. We respectfully urge 
this Commissim to recommend return to the principles and 
methods of the provincial governments in relation to this 
source of revenue, which principles continue to w& applied 


by the Dominion to the business of life-insurance. 


XVI_ = CONCLUSION 

"The factory mutuals therefore respectfully submit that 
the Royal Commission on Co-operatives should find and recommend 
the following conclusions: 

"(a) That the facts regarding underwriting profit, liable 
or exempt from income and excess profits tax, have been 


misrepresented to the public by the Dominion Insurance Blue 
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Book, and Publisheg Statements based thereon, in go far as 
the deposit premium mutuals gre concerned; 
"(b) That 4pplication to deposit premium mutuals 
(the factory mutual companies) of the present income tax 
and excess profits tax regulations would show no taxable 
underwriting profit or gain whatever on their operations, 
when investment income ig excluded from the account, as is 
done in the ease Of British and foreign joint stock companies; 
"(c) That there is and can be no underwriting profit 
subject to tax, ag such, in the hands of the factory mutual 


companies, since all Savings and unabsorbed premium deposits 


Profits Tax Act; 

"(ad) That the income tax an@ excess profits taxes paid 
by joint stock insurers are charged to shareholders account, 
and are Only the gane Proportion of the shareholders profits 
as that of any other Canadian business; that these taxes on 
Joint stock insurers do not directly affect premium rate levels 
Charged to policyholders and are not an element in competitive 
premium rates of the various types of insurer; that the 
indirect effect of such taxes is to reduce premium rate levels 
charged by Joint stock insurance companies by stimulating 
competition in Premium rate. 

"(e) Theat the factory mutual companies (and other 
companies operating on the deposit Premium plan) are subject 
to an unfairly discriminatory premium tax under the present 
Provisions of the Special War Revenue Act, whereby net taxable 
Premiums of such companies are subject to a rate of 4% tax 
while other mutuals pay a tax at the rate of 3% and Joint stock 


companies a tax at the rate of only 2% of net premiums; 
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"(f) That the premium tax at present applied by the 
Special War Revenue Act to the deposit premium insurers is 
in its nature, if not in name, a tax on gross income from 
investments. It is unfairly discriminatory as against premiun 
deposit insurers (the factory mutual companies) by reason of 
the fact that it includes in the computation of net taxable 
premiums, investment income on the unabsorbed premium deposit 
for Canadian account, while no other type of insurer is 
required to include in taxable premiums any item whatever from 
investment income account and no interest charge on premiums 
in the hands of the insurer; that this discrepancy has the 
effect of increasing the actual amount of the premium tax 
payable by the factory mutual companies by at least one-third; 

"(g) That the same investment income of premium deposit 
mutuals is subject to income ana 6xcess profits tax in the 
hands of the policyholder to whom it is returned as an element 
of his unabsorbed premium deposit; 

"(h) That it is desirable ana equitable that the unfairly 
discriminatory aspects of the present premium tax applicable 
to factory mutual companies be removed; 

"(i) That if the Minister of Finance requires a larger 
contribution to public revenue from the fire insurance business 
as it is conducted in Canada, the most equitable form of such 
increase lies in the adjustment of the premium tax rate or level 
according to the principles on which that tax is now applied 
to the life insurance business in Canada, that is to say, a 
fixed and uniform percentage of the net premium for all types 
of insurer, computed according to formulas appropriate to the 
type of insurer affected and equivalent in all cases to the net 
Premium paid for such insurance by policyholders. 

"RESPECTFULLY SUBMITTED on behalf of the Canadian Members 


of the Factory Mutual Fire Insurance Companies. 
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MR. HOVEY T, FREEMAN, 
President, Manufacturers 
Mutual Fire Insurance Company, 
having been duly sworn, 
testified as follows; 

BY MR. GRAY: 

Q. Mr. Freeman, the briefs which have been filed with 
the Commission bear your name. What have you to say as to 
your part or responsibility for them? A. I of course helped 
Mr. Gray in the preparation of these briefs, I thing they 
tell the story very completely. I do not want to burden you 
gentlemen with a further explanation thereof, I want to again 
State that I concur in everything Mr. Gray said about the 
position of our companies; that we want to pay our share of 
taxes, We feel that we are paying our share now. We feel 
that there is a discrimination against us, but it has not 
hurt us particularly, so we have no& opposed it before, But 
if it is additional revenue you are looking for, and I believe 
it is, then I think you will have to find it elsewhere rather 
than from us, | 

This same problem of the taxation of mutual insurance 
companies has come up in the United States Congress for many 
years, I have appeared before the various committees of the 
United States Congress, and also followed for many years what 
was done there. Congress repeatedly, year after year after 
year, decided in their wisdom that mutual insurance companies 
Such aS ours did not have taxable profits; and therefore the 
records will show that all of the acts of Congress, Starting 
in 1913 right down through the acts of 1914, 1915, 1916, 1917, 
1918, 1919, 1920, 1921, 1922, 1923 and 1924, all the years 
when there were acts of taxation, exempted mutual insurance 
companies such as ours from taxes, because income tax is a 
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tax on profits, Mutual fire insurance companies have no 
profits as such. There are only a few ways that our funds 
can be used, A member pays ina deposits That is not the 
rate. That does not represent the net cost of insurance at 
all. It is purely a deposit out of which the net cost or 
true premium is taken at the termination of the policy. 

Now let me explain just how that is worked out. We close 
Our books each month. We have what we call a computation book, 
We figure the loss expenses for the month, and the other ex- 
penses, and the taxes and so on. Then we credit the income 
from investments, and then we determine a charge against the 
average net premium in force. Those monthly charges vary, 
of course, depending on losses and expenses, If a mants 
policy runs for a period of twelve months, he has a summation 
made of those twelve monthly charges. That represents the 
absorbed premium, 

As Mr, Gray stated, the deposit premium is the same for 
all terms, It makes no difference if a man takes coverage for 
one month or five years, but most of the policies are for three 
years. The absorption at any time is Simply a summation of 
those monthly charges. Of course it goes almost without say- 
ing that we do not always turn back to the policy holder the 
full amount of the unabsorbed premium deposit, We keep a 
minor portion for a reserve for bad years, the unusual loss 
that comes along once in a while. Those monthly additions to 
reserve, however, are a very minor matter, At one time Congress 
in the United States thought that might represent and be a 
measure of a form of profit, but that was given up as being 
unworkable and erroneous, 

The necessity of these monthly credits to the reserve is 


due to the fact, of course, that losses do not remain the same 
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every year, You get these big peaks, as shown by these 
charts, where we have a year of very bad losses, the most 
recent one being the baad hurricane in 1938, when we had very 
heavy losses, Fortunately, as the result of having put some- 
thing aside during the good going, we were able to take from 
reserves during that bad year, and in that way were able to 
keep the cost of insurance to the policy holder at the same 
figure. In other words, if it had not been for reserves we 
might have had to reduce our dividend say ten points, from 

90 per cent to 80 per cent, Instead of that, in my own com- 
pany, for instance, I was able to take and pay back practically 
$1,000,000 out of reserves from prior years, and use it for 
paying hurricane losses, 

The reason I am bringing that out is that even these 
monthly credits to reserve can ultimately be paid back to the 
policy holder if we have a period of bad losses, Our by-laws 
and our charter provide where the money shall go in case of 
liquidation, so the money finally, in the last analysis, has 
to go back to the policy holder, It can go nowhere else, 

I could go on endlessly with the Story of factory mutual 
insurance, but I think perhaps rather than do that you would 
rather ask me definite questions, 

Q. Thank you, May I ask you this? Would you tell me 
Shortly how it happened and why your companies came to Canada, 
and when I say "came to Canada" I mean undertook to accept | 
Canadian risks? A. Well, I would answer that with the 
Story of something good; that where there is something good, 
it gets around. The Canadian manufacturers apparently heard 
of the excellent job we were doing for manufacturers in the 
United States, and they requested our Services, They came to 


uS in Providence and Boston and asked us to cover their risks 
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up here, which we did, We started with no insurance in 
force at all, of course, and to-day the total of Canadian 
risks, throughout Canada, for the System as a whole, would be 
almost a billion dollars, so we are growing at a very nice 
rate, 

Q. So far as Canadian industry was concerned, was your 
beginning associated with any particular industry or for any 
particular purposes? A, We started in business in 1835, 
as &@ result of the textile manufacturers in New England feel- 
ing that they were not getting a proper recognition from the 
stock companies for the improvements they had made in their 
factories, So at that time the original incorporators took 
the rate of the Aetna Insurance Company, the prominent stock 
fire insurance Company of the time, and they adopted for the 
textiles 75 per cent of that rate, At the end of the first 
year we returned 51 per cent, so that 51 per cent of the 
75 per cent, plus 25 per cent, if my mathematics are correct, 
amounts to a saving of about 62 per cent of the cost that these 
plants had formerly paid. So it was clearly demonstrated that 
they had been paying too much; and since that time, right 
down through the century, we have always paid a very sub- 
Stantial dividend to policy holders, 

Then, going on, of course other classes heard of what 
we had done for the textile class, so demands for our services 
kept increasing. To-day 44 per cent of our business is in the 
metal-working class, and now only 15 per cent is in the textile 
class, which used to be 100 per cent. The paper class is 
about 6 per cent and the food class about 4 per cent; then 
other manufacturing classes are mostly small. We have earth 
products, chemical products, soap factories, tobacco factories, 


leather works and so on, which account for another 24 per cent, 
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Then we have a very small group of non-manufacturing risks 
Such as hospitals, schools and so on, You may wonder why 
we, &@8 industrial insurers, got into such properties as 
these, The explanation is very easy to give. The trustees 
of large corporations are also the trustees of hospitals and 
charitable organizations, They have also requested our ser- 
vices, with the result that to-day about 6 per cent of our 
total business is in what might be termed non-manufacturing 
risks, That percentage is mostly in that sort of policy. 
It is not a type of business we solicit. 

Q. What about Canada? Would there be much of that 
classification in Canada? A. No, I do not think we have 
much of that here, | 

Q. Then would you say whether the existence in Canada 
of factories and enterprises associated with United States 
business has been responsible for bringing you into Canada, 
in any important degree? A. Yes, I could not give you 
the exact figure, but I am guessing that probably 60 per cent 
of our Canadian business comes from purely Canadian concerns 
and 40 per cent comes from Canadian branches of United States 
parent concerns, Is that what you mean? 

Q. Yes, thank you, Then there was some little dis- 
cussion a few minutes agc about the joint inspection service 
for the companies, through the Boston office. Is there any- 
thing you would like to add about that, to what has been said? 
A. That goes into quite a number of other subjects, It really 
involves the reason why we started business, The type of 
manufacturer or individual that we insure is the type who 
does not want to have a loss, He wants to be shown how not 
to have a loss, As a result of that, we have developed, we 


believe, the finest inspection service in the world; all 
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trained engineers, most of them graduates of technical schools, 
They have been able, as a result of over a century of ex- 
perience, to point out where hazards exist; and to eliminate 
those hazards, To-day we are Spending close to a million and 
a half dollars a year in purely preventive work in our in- 
Spection department, as the result of periodic inspections, 
If a plant does not maintain its facilities in accordance 
with our standards, then we Simply ask them to please place 
their insurance elsewhere; but there are very few cases of 
that, The manufacturer does want to be free from Losses, 

SO he does carry out our recommendations. 

Q. That leads me to ask you about the turnover in your 
membership. Is there a continuity to the membership in your 
companies which is notable or differs in any way from other 
businesses? A. I would answer that by saying there is al- 
nost no turnover, On the other hand each year we increase the 
number of risks we have in Canada and in the United States, 
Then there are other reasons for that, too, because not only 
is our primary interest the prevention of loss, but we serve 
only our policy holders, We eye no agents, no brokers whose 
interests have to be taken care of. We have no stockholders 
who naturally, of course, would be entitled to look for a 
profit. So we are the representative of the assured. We 
therefore can give and have given, and have been leaders in 
providing, broad policy coverage, the broadest obtainable. 

I will have to admit that after we lead, others follow, 
Sometimes it takes them two weeks and sometimes four to six 
years, but they generally come along. 

Then there is another factor as to why we have no 


turnover, That is our loss adjustments, There are many 
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gentlemen of legal talent here, and of course this does not 
help the legal profession, but we do not have lawsuits for 
losses, We have never been taken into court, in over 100 years, 
in the settlement of a claim, No other organization in the 
world can point to that record. We are representing the policy 
holder, Of course that is not good business for the lawyers, 
BY THE CHAIRMAN: 

Q@. Are you recommending that to the Canadian Bar? 
A. It would be rather tough on them, I am afraid, I just 
want to point out again that the policy holder does come first. 
He is our only interest; and if we do Something the policy 
holder does not like I, as company president, hear about it, 
But we do not do those things. 

Another reason a member Stays with us and comes to us in 
the first place is low cost. We do business at cost, and 
naturally that attracts him. Does that answer your question? 

BY MR, GRAY: 

Q. I think so, thank you. Mr. Chairman, there may be 
Some questions which you and members of the Commission would 
like to ask Mr, Freeman now? 

BY MR. VAUGHAN: 

Q. Why is the premium charged ten times the cost? 

A. I do not wonder that you ask that. That seems like a very 
large sum, but it also makes for absolutely safe insurance 

for the policy holder, We are insuring very large risks, 

We have no capital, with the result that our deposit premium 
Sets up a very large sum so that if things should go wrong 

we have the money in our hands, We have been in business for 


109 years, and we have never had to make an assessment. We 


have the right to assess up to five times our premium deposit, 
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BY THE CHAIRMAN: 

Q.- Would you call the deposit your capital? A, I 
would not call it the capital. JI would say it takes the place 
of capital, but it is not the capital. As a matter of fact we 
are reducing the size of this deposit. In the last twenty 
years I would guess that the average rate has come down from 
75 cents to an avera go now of about 51 cents. We do not need 
this large sum, and our whole plan now, as a result of the 
improvements in construction and in fire pipkanbion, is to 
reduce this big advance premium and then pay back a smaller 
return, It seems foolish, as Commissioner Vaughan suggested -- 
it may seem foolish to some of you that we should collect such 
a large sum and then pay back 90 per cent; but it is also very 
safe practice for the policy holder, and he does not object, 

BY MR. VAUGHAN: 

Q. One other question. It has been mentioned that there 
are fire mutuals in England. Do you know how they are taxed 
in England? Keon 4 BO goney. Sirs de nor 

BY MR, ELLIOTT: 

Q. With regard to the deposit premiums, you say that 
to some extent they take the place of capital for you. Those 
funds are invested by your company? A. Of course; yes, sir, 

Q. And the income from investments diminishes the amount 
of net deposit to the policy holder? A. That is correct; 
that is, that income is applied against the losses and ex- 
penses, I can show that by a chart, if you would like to 
see it, but I have not enough copies to pass around, 

Q. I think I understand the principle. A. You are 
welcome to have this chart if you wish it, 

Q. An increase in the return that you are able to get 


On your investments will, therefore, decrease the net cost of 
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insurance to your policy holder? A. That is true, yes, 
Sir; that is ultimately reflected, 

Q. Or an increase in the Size of the premium deposits 
which you require, if no other change took place, would also 
diminish tho net cost of insurance? A. On the theory that 
we would have more money to invest, and therefore more interest? 

Q. Yes, A. That is true; but the tendency is the other 
way. 

Q. Why is the tendency the other way? A. Because 
there has been a tremendous improvement in construction. We 
are having more concrete, so-called fireproof construction to- 
day than before, and the danger of a total loss to 2 member 
is less, 

Q. You feel that you do not need such large sums on 
deposit? A, That is correct, 

Q. Your policy holders presumably could use these funds 
themselves, if they did not have to deposit them with you? 

A. They could. They come out of their working funds, so 
presumably they could use them themselves, That is true, 

Q. So that part of the burden which your policy holders 
have to bear arises from the fact that they have to keep this 
deposit with you? A, That is a burden and not a burden, 
because he gets the benefit of the interest on it, just as 
if he held it himself, It acts to lower the cost of his in- 
surance; and by reducing it, it thereby increases his profits, 
which are taxable. 

Q. But if he invested it himself, then he would have to 
pay you 4 greater net premium? A, Certainly, if we did not 
have the money; but that question of interest very seldom comes 


up. 
Q. I think I understand you there, Is the expectation 
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of unusual losses, or your estimate of the danger of unusual 
losses, the only factor that you take into account in deciding 
the general average size of these deposits; that is to say, 
whether they will be ten times or eight times or twelve times 
the amount you expect to pay back? A. Certainly if we did 
not write such large risks, where the possibility of loss 
exists, we would not need such large deposits. There is 
another factor there, too. If there were reinsurance avdil- 
able in bigger amounts than is available to us, then we could 
reinsure to take care of ourselves in the event of catastrophic 
losses, However, practically the only market we have for that 
is London Lloyds, because the people in the joint stock com- 
panies do not want to reinsure the factory mutuals, But I 
think that is going to be changed, as the result of a recent 
decision, 

Q. That is one matter in deciding the average size of 
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BY MR. ARNASON: 

Q. Mr. Freeman, I understood you to say that you 
consider the deposits by your members to be in a 
different category from the capital in an ordinary 
company. Is your reason for that Opinion based partly 
on the difference between your deposits as compared with 
share investment capital in an ordinary company, which is 
not withdrawable? I wondered whether that was one of 
the reasons, A. I would not say the two sums are 
comparable. Ours is purely an advance of a sum of money 
out of which the premium is taken. On the old theory 
that a bird in the hand is worth two in the bush, it is 
much better to have your money with the insuring company 
rather than in the hands of the policyholder, where you 
might get it or might not get it in the case of an 
assessment, 

BY MR. GRAY: 

Q- Will you just go on to answer Commissioner 
Arnason's question by comparing it with the capital of a 
joint stock company gethered from the stockholders? I 


think the Commissioner would like to hear something more 


from you about that, so would you point out the similarities 


or differences between the two funds? A. There is a 
tremendous difference there. In one case the capital 
fund is put in by a totally different group of persons 
than policyholders, a group of stockholders, whose 
interests are not at all the same as the interests of 
the policyholders. That is, a deposit premium is the 
policyholder's money,goes back to him, is used for his 
Own purposes, nobody else's, The capital stock comes 


from stockholders, probably 99 per cent of whom are not 
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also policyholders, and their interest is very different 
from that of policyholders. I would say that in the 
case of a stock fire company the policyholder comes third, 
The reason I say that is this: the reason a stock fire 
company is organized is to make profit for the stock- 
holders, so the stockholders! interest comes first; then 
the agents and brokers get their income as a percentage 
or commission on the rate charge--the higher the rate the 
larger the commission; also, the higher the rate of 
commission the more profitable to the agent or broker it 
18% So the last fellow to get consideration in a stock 
fire company is the policyholder; but he is the only one 
we have to deal with. 

Q. Now as regards that withdrawal feature to which 
the Commissioner refers, would you compare the premium 
deposit of the factory mutual member with the stock 
company subscriptions to a premium capital fund, so far 
as the administration of the company is concerned? Just 
contrast your company attitude towards this deposit 
premium with the company attitude towerds a stockholder'ts 
subscription, if you can? A. I am afraid I can't 
answer that very well, Mr. Gray, because I have never run 
a stock company and do not know what their attitude is 
towards their stockholders. I know that, as I said 
here repeatedly, as regards our deposit premium, we have 
just one interest to serve, that is the policyholder. 

Q. One is withdrawable, though. I think that is the 
point the Commissioner was expecting you to make. A. The 
policyholder can cancel his policy at any time and get 
back his unabsorbed part of the premium deposit from us. 


It is true that during the last depression one or two very 
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large concerns found themselves temporarily Sailing pretty 
close to the wind, to put it mildly, and they asked for a 
return of their deposits and temporarily took out insurance 
in the stock fire companies, where they had to put up less 
money. That served as an anchor to windward for 
them, That is one reason why we carry such a large part 
of our funds in short-term Government bonds, to be ready 
at any time to pay back any Sum required; and those sums 
are payable back at almost a moment's notice. 

BY MR. NADEAU: 

Q- When one of your insured cancels his policy he is 
entitled to get back his unabsorbed premium, but prior to 
that he has contributed to your reserve fund? AQ “Tied 
is correct, and he cannot get back the accumulations that 
have been made to reserve while he was a member. All he 
gets back is the unabsorbed premium deposit of existing 
premiums that are in force; but if we should liquidate, 
the money goes to him and to any member who has been a 
policyholder in the last six years. 

Q- But inasmuch as he has contributed to part of your 
reserve fund and inasmuch as he does not get that part back, 
is there not an element of profit for your company? 

A. Well, I cannot deny that it stays with the company, but 
it stays for the policyholders who remain insured by the 
company, it remains there for their benefit. True, if a 
policyholder leaves it remains with the company, but we do 
not have many people leave, so that is not a very important 
question. Our turnover is very smell, so far as people 
leaving us is concerned. 

Q- Would it be possible to have figures of that 


reserve built up by policyholders who have discontinued 
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with your company? A. It could be estimated. It would 
be a rather difficult job. I know the figure runs 
between 14 and 2 per cent of the original deposit premiums 
per year. That is about what we figure it, It is a small 
sun in total. It wes that sum that the Congress in the 
United States was attempting to tax us on at one tine but 
gave up because they saw difficulties in attempting to do 
it, and therefore when the war started they adopted this 
other measure which I expect Mr. Gray or somebody else is 
going to explain later. 

BY MR. GRAY: 

Q. Taking a forty-year period, since the beginning of 
the century, could you give the Commissioner any idea, by 
illustrating from your diagram, what actually happens with 
regard to these reserves or surpluses, and then measure if 
you can or estimate over a considerable period, say over a 
forty-year period, what is the result to the compeny? 

A. Mr. Gray, I don't believe I could do that, because there 
are other factors involved in these reserves. Against 
these reserves we charfe our losses on investments, and 
unfortunately every once in a while we make a bad invest-— 
ment. So the reserve is not entirely a build-up from 
the policyholders; it also comes from profits. We make 
money on investments and that goes into the reserve. 

Also the reserve is used from time to time in the event 
of hurricenes and very bad losses. At the present time 
we have assets of about 140 per cent of our premium 
deposits in force, but I could not say how much of that 
came from the members and how much came as a result of 
investment transactions; I have not any knowledge of 


that. 
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Q. Let me put it this Wey. Suppose you were a 
Commissioner-~-but we do not need to invent a Commissioner, 
for there are five, so let us rather Suppose that the 
Commissioners were wenting to know what revenue might be 
obtained for the Treasury by assessing for income tax the 
actual surpluses of your companies. Ae You mean the 
annual contribution to surplus? 

Q. Yes, the annual contribution to surplus, Would 
that constitute 2 substanticl source of revenue from your 
companies? As No, It would be less than two per cent 
of the premium deposits written for the year and taxed at 
whatever the taxes happened to be. 

% Suppose it was 40 per cent. Forty per cent of two 
per cent would be how nuch? A, I haven't any figures of 
ats I could go through some mental gymnastics and develop 
a figure, but I would have to check it after, 

Q- I just wanted you to tell anything that you could 
off-hand, but of course only in so far as you feel 
confident as to any answer that you make. A. a think 
we worked that. figure out in the bricf somewhere. hd 
haven't it with me, but I know it is a very smell figure. 

Q- I wonder. if you have the figures that you gave to. 
the Congressional Committee in regard to that matter. 

I thought I hed them here with my material, but I heve 
Searched for them without success. 

MR. GRAY: I wonder if I could ask the Chairman for 
leave to file the stetement meade by Mr, Freeman to the 
Committee on Ways and Means of the House of Representatives 
in relation to this particular matter of the accumulation 
of reserves from operating surpluses over the years? [I 
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and Means, and it deals with the evidence supplicd by Mr, 
Freeman to the Committee. If I may have leave to file 
&@ copy of the evidence and give my friends a copy-- 

MR. ELLIOTT: That is the 1942 report of the Committee 
of the House of Representatives? 

MR. GRAY: Yes, Mr, Commissioner. 

MR. ELLIOTT: You might check it with the Registrar. 
We have a copy of the report, but we have not a copy of 
the evidence. : 

MR. GRAY: It is the evidence that I am referring to, 

BY MR. GRAY: 

Q. Do you remember to what I refer? A. Yes. That 
was @ special brief, I haven't that with me. I can say 
it would be a very disappointing figure for tax purposes, 
that you won't get the money you are looking for. 

BY MR. ARNASON: 

Q. Mr, Freeman, in conneetion with your reference to 
e per cent of premium deposits.- A. It is really 2 
per cent of the premiums written during the year, 

Q. Written during the year? aA, Yes, You see, 
most of the policies being written for three years, 
that brings in a complication there, I wouldn't want 
to guess at that figure, what it would be, but I know it 
is 2 per cent of the annual Canadian net written premiums. 

Q. That is, 2 per cent of the total amount deposited? 

MR. GRAY: No, Mr, Commissioner, 

MR. MANN: He said that before, 

THE WITNESS: It would be a very small sum. 

BY MR, GRAY: 


Qs Would you just make clear for the record that 


distinction between 2 per cent of the premium deposits 
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in force and 2 per cent of the written premiums for the 
year? To which did you intena to refer? ais I was 
wrong just then, I should have said of the in-force 
business, It would be 2 per cent of the premium deposits 
in force, I have here my directors! report thet I 
submitted to my directors! meeting last week, and 6 ote of 
tly competitors here would be glad to see these figures. 
actually on one year's policies my office, our company, 
earned 93.49 per cent, We returned 92 per cent. That 
is 1.49 one-hundredths of one per cent of the premium 
deposits in force, On three-year policies we earned 
77.60 per cent and returned 74 per cent. That is a 
setting aside to reserve of 3.6 per cent, 

BY MR, NADEAU: 

Q. What are the rights of your policyholders to your 
Surplus assets over liabilities? A. They can only be 
used to pay losses and expenses on liquidation of the 
company, The policyholder cennot get back any reserve 
he Has-contributed unless the company is liquidated, or 
unless it is paid back to him in the form of losses and 
expenses, 

BY MR, VAUGHAN: 

Q- Is there anything to indicate your total reserve 
in relation to total risk, say in this past year as 
compared with some five, ten or twenty years back? 

A, The figure goes up and down, sir, because of the ups 
and downs in the security market. If we have a 
depression like 1932, with very low market values for 
securities, that naturally affects our total assets. 

Our premiums are not affected except by inventory and 


so forth. The reserve during depression years would 
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be smaller. At the present time as a result of boom 
conditions everywhere and the stock market having improved 
materially over 1932, naturally our reserve is very much 
larger now than it wes then, 

Q. How would it be in relation tO your tisk? As Tf 
haven't these figures with mé, but I would say that at the 
depth of the depression the companies as a whole had assets 
of about $56,000,000 and premium deposits of about 
$50,000,000 at that time, At the present time I think 
our assets are very close to 100,000,000 end our premium 
deposits are in the neighbourhood of $80,000,000 or 
$81,000,000, somewhere in thore. 

Q. That is, your reserves are much larger in propor- 
tion to your risks now? A. At the present time. But 
they have come from appreciation in the market value of 
securities and not from earnings taken from the policy- 
holders, 

Q. Is not that a very large reserve, when you consider 
that two-thirds of your risks are not going to go in one 
year? A. It is a large reserve, no question about that; 
but it gives safety, and our primary interest is in being 
able to pay a loss if a bad loss comes along. 

Q- But you could never have a loss in proportion to 
this reserve? A. We hope that, we hope you are right. 

I may sey we have carried and collected from our friends 

at London on catastrophe insurance policies, As a matter 
of fact, after the 1938 hurricane as a result of a contract 
with I had with London Lloyds, Lloyds paid us I think it 
wes three and a half million dollers, and we had only paid 
into their pot I think three hundred thousand dollars, so 


it was a very nice transaction. They paid us about ten to 
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one, Of course they immediately raised the rates efter- 
werds on renewal, but that is another matter, 

Q The cost of insurance is veried largely by the 
interest on your investment? A, The interest on our 
investments, as that chart shows, just about covers tho 
expenses, It did when interest rates were higher, with 
the result that the only amount that had to be taken from 
the deposit premiums was the losses, That is, roughly 
speaking, Nowedays with low interest rates, it is not 
quite the same, because instead of earning about 5 and 54 
per cent our investments are earning 3 1/3 or 3% per cent 
Over all, 

Q.- Do you think your company is largely an invest- 
ment company rether than an insurance company? A. Some 
people try to claim that we are carrying on an investment 
company, but of course that is not so. We are ultra 
conservative. 

BY MR. NADEAU: 

Q. Do you make any surplus or profit on your re- 
insurance business? A. We confine our reinsuranee to 
the other companies in the system. There would be no 
profit on that, sir, no. We have a few policies for other 
companies, but it is a drop in the bueket, so there is no 
profit comes to us as a result of reinsurance operations, 

BY MR. GRAY; 

Q In that connection, would you just explain to the 
Commission how you divide the risk? Suppose you have a 
risk of $200,000,000 offered and the Manufacturers is the 
placing company, and that your limit of retention is 
~50,000,000, Wheat happens with regard to the 
insurance of the other $150,000,000? A, Formerly, up 
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till about five years ago,we issued individual contracts, 
cach participating company sent to the assured its own 
policy contract for its participation. A risk of 

thet size would be divided smong all the companies in 

the system. The assured, however, did not like having 
so many separate contracts, he wanted one contract, so 
now the so-called placing company is the company that 
handles the risk for the association, issues its policy 
for the entire amount, and then reinsures with other 
compenies in the system thcir participation. In this 
risk that Mr. Gray speeks of, $200,000,000, we would 
retain »~50,000,000 and reinsure ¥150,000,000 in the other 
ten coripanies, and when the policy terminated the other 
colpanies would return to us their unabsorbed premium 
deposits. We add these together with our unabsorbed 
deposit and return it to the assured, or credit it to the 
new premium deposit called for by his new policy. 

Q. <A I right in saying thet on the $150,000,000 
the placing company receives no profit for itself, but 
actually returns to the insured precisely what it receives 
from the associated oonmpanics? A. That is substantially 
correct. I say "substantially", because there is 
some benefit in reinsuring, because of the difference in 
the amount we earn and the amount we pay as a dividend. 
That comes in there and complicates the picture a little 
bit, but it is a minor matter. 

BY MR. ELLIOT?: 

a) The amount thet you receive back from the 
reinsurers is not credited directly to the account of 
the individual policyholder whose risk you have 


reinsured? A. Yes, it is. Take the XYZ Manufacturing 
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Company. We distribute that among eleven companies: 

one company will have 10 per cent, another small company 
might havo only 3 per cent, another big company might 

heave 40 per cent, and so on. When thet policy terminates 
and the return of the unabsorbed premium deposit is made, 
that comes back to the placing company. 

9 Does it go back to the XYZ Manufacturing Company? 
Yes. But instead of sending to the XYZ Menufacturing 
Company cleven separate cheques, we send one cheque, which 
is a consolidation of the returns from the eleven companies. 
Q. And thet is exactly the sum of the eleven returns? 
Aq That is correct, 

MR. GRY: That is the point, Mr. Commissioner. 

THE CHaTRimaN : Mr. Parker, have you any questions? 

MR. PARKER: yes, Mr. Chairmen, 

BY MR. PARKER: 

Q. Mr. Freeman, my purpose is only to try to clarify 
the position which your pcople take before this Commission, 
so that we may properly understand your contentions. To 
begin with, will you pleese tcll me on whose behalf this 
submission was made that you are supporting here to-dey? 
iin iL have two jobs here. I am President of the 
Manufacturers hutual Fire Insurance Company, of Providence. 
I am Chairmen of the Legel Committee of the Associated 
Factory Mutuel Fire Insurance Companics. The companies 
get together once e month-- 

9 Iwill come to that later. You are to-day in a 
Jual capacity, representing these two groups? die I an 
representing my company and the group as a whole, 


a) 


ye 


There is an expression here, "The Associated 


Factory Mutual Fire Insurence Companies." In what way 
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~ 


are they associnted? A. It is purely a voluntary 
association of the eleven cormanies. The eleven company 
presidents rcet once a rionth. We heave long discussions; 

we don't alweys agree, but we finelly come to an agreenent, 
and we appoint subcommittees to whet we call the Joint 
Affairs Committee. 

Q.- Subcomuittees of your presidents’ comuiittee? 


wv 


i Xee. The presidents! conmittee is called the Joint 
4ffoirs Comaittee, 


Q, You need not go into details. That is a 


wu 


voluntary coming together of the eleven presidents? A. That 


is correct, 
Q. That is all the association means? A. Yes. We 
io operate an inspection department out of joint funds. 

® First I went to got your organization, and then we 
shell find out whet you do afterwards. Have you a 
president of that cornittee of eleven, or a chairman or 
chief officer? ii. We do, but that office rotates each 
meeting, 

) But you have one, at all events? ii. When the 


cormittce mects in my office I am the president. 


Q. dust for the meeting? Ae Yes. We have a 


. 


porinenent secretery. 


® Does this association--we will call it en 


v 


raw wo 


aAssociation--operate an office, heve a permanent 
secretariat? As No; The secretary of the Joint 
affairs Committee is the manager of our inspection 
department, He simply keeps the records of what we 
do, 


QO. You were asked to come here and nake this 


- 


submission on behalf of the eleven in your association? 
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A. Yes. But I an not e lawyer, if that is whet you 
are driving at. There is so much legal talent here, 
that I want to nake that clear, I an just a company 
official. 

Q. What I went to know is, heave you instructions 
froli these other ten corpanies besides the one of which 
you are the president; the Manufacturers, to submit 
arguments along these lines--I do not nean in every word-- 
but along the lines you have teken to-day? You have 
discussed this with the group? 4A, Yes, that is correct. 
They have seen copies of these briefs, or one or two have; 
the other presidents do not care anything about the legal 
end, 

Me Do they care anything about the taxation end? 

fie Very rich, 

Q- Did they instruct you, and have you authority to 
say here to-day that you are representing the views of 
these cleven corpanies on this question of taxation? 

A, inet is correct. 

Q- «4 good many questions were asked you by members 
of the Cormission coneerning these roneys that are in the 
custody of the companies, sometines called reserves or 
the balance of the deposit preniums--IZ do not care what 
you call then. Does what you have said in reference to 

these apply with equal force to all the eleven companies? 
4. We 211 operate on the same basis, yes, sir. 

Q See if I can state what that position is, To 
begin with, a member of any company is merely one person 
who has insurance in that company. Thet is the only 
quxlification he hes to be ea member? Once he gets 


insurance, he is a member, is that it? A, He igs 
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automatically a member, yes, sir. 

Q. That is the only quslification? An insured 
company or individual is a member of the company? A, He 
is a merber, yes, sir, 

Q. And no person else cxcepting one who has a policy 
of insurence is a nenber of the company? A That is 
correct, 

§ Is there any nembership fee required from an 
insured in addition to the amount he pays as his premium 
leposit? si.- NO. BET: 

Oe Not. a cent? dis wNO*y. SLX% 

Q So the entire source fror which these companies 
get money, apert from investment incomc, which I shall come 
to in a moment, is these promiwi deposits? A, That is 
coTrecia 

% Will you please tell me how a newcomer would go 
abou becoming a member of any one of these companies? 
Suppose I came along, as the owner of « factory, and said 
I had heard about you and sought admission, 4. Of course, 
I hope you would come to me and not to any one of the other 
tcn companies. 

Q. I do not know whether I would; that would depend 
on what your reputation was. But let us assume I came to 


you. Ai. Thank you; I will keep that in mind. 


Q 


ue 


Will you tell us what your procedure would be? 
/.. We dc practically no national advertising, so the only 


way we would get a policyholder or an insured would be 


that he probably heard about us through some other meniber. 


9. Let us say that I have heard about you and I am 
now at your door, Start from there on. i.e We do not 


sey, Mr. Parker, that we will insure you to-day or as of 
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noon at such and such 2 date. If it were in Canada I 

would send my good associate, Mr. Costigan, around. He 
‘ 

would make a preliminary survey of your buildings. 

oe And of me too, I suppose? A. Yes, he would 
size you up. I think you would pass. Then if it was a 
large risk where he felt thet he wanted the advice of 
experts, he would call on our inspection department. If 
it was a chemical plant he would probably call on one of 
qur chemical engineers; if it was a publie utility plant, 
he would probably call on an clectrical engineer. 

%. dn any event, he would make a very thorough 
investigation? Ae Yes, That investigation then goes 
to the home office of the placing company. 

GQ. The home office of the placing company? A, That 
is correct, 

o iam at your office, at the office of the president 
of the Manufacturers, A. Iwas trying to make the 
distinction that if you came into our Toronto office, where 
Mr, Costigan is, that he could not tell you off-hand, 
could not make the decision, He would ask Providence, 
the home office, for approval, 

%. Let us assume that I have finally been approved. 
“hat do I do then? Do I then make an applicetion for 
membership? 4A, No. Either by letter or telephone or 
personal visit you would say, "I would like you to take 
a risk--let us say of $1,000,000--on my property." We 
would say, "Yes, sir.” 

9, Can we not go over this with fewer words? 

Assume thet I have been investigated and approved as a 
menber. Do I then make an application for a policy, 


that is after I au notified that I am acceptable, or is 
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a policy simply issued to me? A. The policy is issued, 
there is no formal applicetion. 

® Are the policies of your eleven companics 
identical in terms? Ae YO@S. 

. Theat is, the conditions ere all the same? A. Yes. 

% Do your Canadian policies have eny statutory 
conditions printed on then? A. We use the “Suebec or 
Ontario form, if that is whet you mean. 

Oo. AS the case may be? Have you a copy of your 
policy here, the ‘uebec forn? i. I have copies of 
policies, but whether I brought with me a “uebec policy I 
do not know. , 

MR. GRAY: I have one, 

MR, PARKER: I do not ask for one now, 

BY MR. PARKER: 

\, We have this, then, that no application form is 
required, but the policy is issued and the premium deposit 
is made? A. That is correct, 

o, You have now acquired a new member and thet new 
rember has acquired insurance and he has paid a deposit 

of a certain amount. Will you tell me how you arrive 

at the amount of the deposit you ere going to require 
from me, say, as a new member? First, who decides it; 
and secondly, what are the nain factors that are taken 
into consideration affecting the amount of the premium? 

A. Over the years as a result of the experience that 
has been accurulating we have built up a so-called 
schedule of gross premium deposit rates for different 
classes of risks. , Those rates run from about a 


minimum deposit of I think 32 cents for the average 


‘risk to it might be as high as 60 cents, except for 
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pulp wood piles, end that rate would go maybe to $2, 

% It is classified? A. Yes, according to the 
hazard, the expected loss, 

‘% is that the nein element, the anticipated loss 
Magerd? 4. ‘Yes. We have what we cell a basic rate 
coimittee, They take the experience of the companies 
over the years. Because cf the nature of our business 
we have to take a long period of years, beeause we have 
very few total losses, 
sv Io do not want the whole history of what you do, 
but just an outline of the fectors that are taken into 
consideration, You say you teke into consideration your 
experience and the nature of the hazard, Whet clse? 
ae Jt think the nuember in our organization comes the closest 
to paying the -ctual cost for carrying his type of risk 
that he does in any insurance organization in the world. 

\Y Is that en answer to the question I asked you? 

&i. I thought thet wes what you were getting at, the class 
paying for its own risks, 

THE CFATRMAN: Did Mr. Freeman say he was not a 
lawyer? 

THE WITNESS: I have been associated with them, 

BY MR. PARKER: 

» My question wes clear, I think. I merely asked 
you to ecnunuerate, if you would, the main clements thet are 
teken into considerntion in fixing the amount of that 
deposit premium that I, as a newcomer, would have to put up. 
You tan told me two: the nature of the hazard 
as reported to you by your inspection service; end, secondly, 


your experience over the past in losses on thet type of risk. 


What other factors are taken into consideration? A, The 
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expenses of carrying on the business «2s 2 whole. 

“% That is three factors. sny other? ae Taxes 
would come in there, 

“— o£ €m coming to that. A. It is an iten of 
CXpense,. 

%- That is calculated as part of the cost? A. Yes. 

“» What kind of taxes do you include in that? 
Ay ~ G11 Kinds. 

Qe Let us get thet straight. Is it all taxes which 
the company may then be paying or may reasonably antici- 

ate to have to pay? Aa. That is correct. 

\. Would you include in that the incidence of income 
tax such as we have in Cenada? A. We would have to, 

©. You would think that would be a very important 
element in fixing the amount of this premium, would you? 
A. It is a part of the cost, but I do not agree with your 
expression that it is a very important element. 
C It is important according to size. I think you 
said a while ago that you did not know much about joint 
stock companics? A. I am trying to learn, 

*. Was I right in saying that you did not know much 
about their operations? & That is what I said, yes. 

nor Do you know this much about them, do you know 
the elements thet are taken into consideration by them 
in fixing their premiums? Ae I would rather that would 
come from an expert from a stock company, but I would 
enswer it this way-- 

.%. Do you know? If you do not know, say so. 
A. I do not know as of personal knowledge, no, 

~. Do you know whether in their rate making they 


toke into consideration the incidence of income tax on 


oe 
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their companies? A. I am told they do not. 

~. Do you agree that it is a proper factor to be 
taken into consideration? 4. That has come to me 
from what I consider an excellent source, thet they do not. 

Q. Do you know enough about it to express an opinion 
as to whether it is an element in the cost of insurance in 
& joint stock company? 4. Their system is entirely 
different from ours, sir. 

*. I realize that, but they have to fix a rate by 
taking some things into consideration. I suppose the 
neture of the hazard must be one of them, the same as 
with the mutuals. A. The fact that they do not 
include it in their premium rate computations must mean 
that they get it from some other source. It has to be 
paid. 

i I do not know that I quite get the import of that. 


we 


BY MR. ELLIOTT: 
., dre you discussing the determination of the amount 
of the premium deposit? A. I understood that counsel 
asked about joint stock companies. 

BY MR. PARKER: 

\, There is no question it is a factor in the 
mutual companies? A. No question about it at all. 

(. i merely asked you by way of comparison if you 


know whether or not it is a factor which is taken into 
necount by the joint stock companies in the fixing of 
their premiums. A. I say that it is not. 

%. You believe you have been correctly informed 
thet it is not taken into consideration? A, Theat is 
correct. 


nr, And I asked you if you would express an opinion 
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BY MR. ELLIOTT: 
vw You say that in determining the premium deposit 
ates of your colipany, income texes are taken into account 
as an expense? A. <All items have to go into the expense 
make-up, yes, sir, 
~ That is in determining the deposit premium 


20 -5823- ; Mr. Freeman 
as to whether you feel it really should be. A. I have 
hever run a stock company, so I do not know, 
payments, the original deposit premiums? A. ' That is 


correct. That is an item in’ the build-up of the rate, 


» The different companies in your association make 
different rates of income in the same year as that is 
computed for income tax purposes in the United States? 


A. There would be a slight variation, because some 


) companies invest practically only in Government bonds, 
4 
‘ and others, like ours, invest to a very large extent in 


common stocks and have done very well-~our rate of return 
on our investment is quite a lot higher than thet of some 
of the other companies in the association, 


But the reverse might have been true in 1932? 


uv? 


As Theat could have been, but we were not hurt, we came 


through all right, 


a a ae 


~» On what companiesfincome tax do you base the 
factor of the income tax expense? A. You see, sir,we 
have the advantage that under our system any item of 


expense that occurs during the life of the policy goes 


ES LO LOO OIE EA, 


automatically into the absorbed premium. 
\.e I am not asking about the absorbed premium, I 


em asking about the initial deposit premium. 


MR. GRY: The basic rate. 
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BY MR. ELLIOTT: 

‘« The whole amount that you ask your member to 
deposit with you? A. You cannot answer it just that 
way, sir. Maybe I can state it this wey: it makes 
reelly no difference whet our original deposit is. 

‘. For my purpose on this point it does, A. I am 
afraid I don't follow you there, because it all comes out 
on the basis of the rcturned preniun, 

ve I know that the romainder is returned to the 
member and thst any taxes you pay cannot be returned to 
him, The question is, in determining the rates of 
premium deposits required initially from your members, 
how exactly is the income tax that your companies pay 
taken into account, how does it affect the total premium 
deposit initially required? A, That is difficult to 
answer. We have simply a reeord of all the items of 
expense. We know what they heve been in years past 
and we estimate them as best we can for the future, If 
there should be a drastic increase in the income tax rate 
so that our ebsorbed premium is increased, then our 
dividend is decreased to the policyholder, It is all 
nutomatic, 

°- But that is not the question. The question is 
how does it affect the initial total deposit premium that 
you require? Does it affect it at all? A. I em sorry, 
but I do not see how we can answer thet any other way. 

BY WR. PARKER: 

In a sense I may be responsible for suggesting 
the question to the Commissioner, and perhaps I could 
clear it up. Let us say that you fix $1,000 as the 


initial deposit which 2 new member is required to make for 
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a certain policy. In arriving at that $1,000 you have 
considered first the nature of the hazard, and there is 
your expericnee, and you know of certain taxes, which you 
teke into consideration, You expect that at the end of 
the year out of that $1,000 you will be able to return 
say $400... Do you follow ne so far? A. Yes. 

“ That is, with taxes at a given rate all the way 
along. Now, suppose my policy expires and I come back 
to you for a renewal. It is the same hazard, the same man, 
the same property, But let us imagine that just at that 
time the authorities have upped the income tax by a very 
substantial rate. Would you then say, "Mr, Parker, your 
last deposit wes $1,000, but now we have to make it 
$1,100"? Ay I sec where the difficulty is now, 
because I was dumb, 

% Would you fix my deposit at $1,100 or simply 
say, "Your deposit will be the same as it was before, on 
the Ga seatanddte that instead of getting back $400 this 
yeer you will get back only $300"? A. That is the way 
it would work, We were confusing gross deposit and the 
net premiun, 

Qe In thet case I would suggest to you that 
perhaps your answer to the question may need some 
modification, that the amount of the income taxes that 
may be imposed upon you does not affect the amount of 
the initial deposit? A. Thet is correct. It comes 
out of the deposit eventually. 
©, It does affect the actual cost of the insurance 


to me? Ae 6€©6Ch LO sé Se 
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P It is passed on to me eventually? A. That is 
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correct. 
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* That inaginery case which we have dealt with is 


typical, and that is your method of operation? die YOS, 


Py 


v This Commission is instructed to find out how 
companies opcrate, That is your method? Ae Yes, 

ve Now, I having become a member, @o you keep a 
Separate account for me? Do you keep 2 separate account 
for each insured? i. Yes, but the experience of ell is 
grouped, so that the absorbed premium is charged against 
1ll the policyholders. I mean, there is not 2 different 
absorption on the textile class as against the machine 
class or some other class, 

“\» Let us come back to my question. I am merely 
asking, in your company iS a separate account kept 
throughout for cach insured? If I became a member of 
your company would I find at your office a ledger account 
for me, in my name, Showing that I became a member on 
such and such a date, that I paid such and such a deposit 
on such and such a date? 4. Yes, that is correct. 

“ And that is true with regard to every member? 

A, . Yes, 

% As a loss occurs is the amount that I have to 
contribute charged up against me? A. Your proportion 
out of the total, 

8 That would show in my ledger account? 

MR. GRAY: Not immediately. 

MR. PARKER: Please wait until he has answered. 
MR. GRAY: He is misleading you, 

MR. P.RKER: I do not think he would do thet. 
MR. GRAY: Not intentionally, but through 


misunderstanding you, 
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BY MR. PARKER; 
© After I have become a member your ledger account 
would show that you received from me 41,000? A. Yes, 
(- That would be the first entry? he YOSe 
‘aa: . Ly that three weeks later a heavy loss occurs, 


which the company pays, and I have to contribute my 


proportion of it, my account would have to bear a propor- 


tion of that loss? A. Your account would be charged 
with your proportion, But that is equally true of 


everybody elsets account. 


~ 


ts «Cl A Pealizge that. I am only asking about one 
account as an example. : 

MR. GRAY: Ask him when the charge is made. 

MR. PARKER: I will, Lf you will give me tims. Jf 
cannot ask about everything at once. 

BY MR. PARKER: 

“s Ll am merely asking if each loss to which I have 
to contribute is charged against my original deposit? 
A... Yes. 

~. Now, as Mr. Gray wants me to ask, when is that 
cherge made? A. At the end of the month we close 
our books end we add up the losses, the expenses for the 
month, the income for the month. 

-e,. That is simple. You need not go any further. 
Is it done monthly? Are all other charges against 
that account squered monthly, charges such as taxes and 
incidental pcieawes to which I might have to contribute? 
a. I do not want to mislead you. The absorbed part of 
the premium that is applicable to all policyholders for 
the month is determined, and there is a summing up--if you 


want to see this shect-- 
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‘a Noy; just tell me. uu. That goes into the 

account. Perhaps I can cxplain that further. 
BY MR. GRAY: 

‘« Will you file the form, pleese, Mr. Freeman? 

MR. PARKER: » I wish my friend would not interrupt 
me just es I am trying to ask a question. 

MR. GRAY: I beg your pardon, 

BY MR. PARKER: 

&%- I am trying to get a visual picture of my 
eccount in your ledger. A. Your account and everybody 
else's account is treated the same way. 

“« Exactly; I assume they would all be treated alike; 
I never suggested there was any difference. Monthly there 
is charged .gainst cach member's account his proportion 
of the share of losses for that month? A. Yes, 

“ My next question is simply this: do you monthly 
charge everything else against each member's account thet 
is properly chargeable by way of expenses or anything clse 
that goes to make up this absorbed premium? A. Yes. 

% Is thet done monthly or is that general expense 
left till the end of the year? A. It is done monthly, 
but that is not charged back against the member's 
individual account each month. 

Q. What is charged against my account end everybody 
else's account monthly? You told me that something was. 
What is it? A. The proportionate share of the losses 
and expenses. Then we make a summation of those for the 
number of months your policy is in foree. If your 
policy is terminated then or is cancelled then the 


summation of those monthly charges-—- 


\ Iwas not asking about any of these things. 
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I am assuming that I stay a member for a year, Let us 
think of it in that way. A. You would have against 
your account, based on our January 1945 computation book 
sheet, a total of 6,58 per cent of the premium deposit 
2s absorbed. 

\“ it am not interested in those details. I am 
merely asking if you cherge against me monthly my share. 
Do you enter it in there monthly? Am I right on that? 
Ae Yes, it is entered monthly, but not against the 
individual accounts. 

‘+ Whom is the entry ageinst? A. It is carried 
on the books, that is the charge for the month for all 
policyholders; it is not charged back to the individual 
e.ccount. 

~% When is it put in the individual'ts account? 
ase When his policy terminates. 

%. That is certainly not what I understood you to 
say a while ago. I thought you said it was charged in 
each individual account monthly. Ay- Nos 

"« It is not set up in his account, you say, until 
the pebiration of the term? Ae When his policy 
terminates tie summation is made, 

ce. When is any part of that original deposit 
picked out and set aside and marked as a reserve? When 
is the proper entry on the book shown? A. <Atéer the 
policy terminates, 

When these adjustments are made, if a member 
wanted to retire at that time he would be paid his 
proper share? a. He would be paid the unabsorbed 
premium deposit, 


Suppose I was in there for a year and for some 
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reason or enothsr I decided I did not like it and 
wented to get out at the end of the year, Ae To answer 
that specifically, on the basis of last year's operations, 
we would have shown over ell menmbers' eccounts for lest 
year unabsorbed earnings of 93.42 per cent. We returned 
%2 per cent, so we credited to reserve on all accounts 
1,42 per cent. 

ve AS to the anount that you have rotained, is that 
really the cost of the insurance on me for a year, or is 
it something quite different? A. That is the amount 
you would be billed for, yes, 

3» I would be through then once for all? <A. If 
you got out you would get back 92 per cent. 

‘Ye Io want you to tell me whether what I would 
get back would represent the actual cost of my insurance, 
4. You would not get back the 1.42 hundredths per cent 
of the original deposit. 

ve Why do I not get that back, if I am carried at 
cost? i.e That goes into the reserve. 

y%» Who gets it? Whose is it? ip The policy~ 
holders, 

“» What policyholders? A. Insurance is a 
continuing business. 

“%« What policyholders? Supposing all the policy- 
holders but two get out, and supposing we all left our 
1.42 per cent, who would eet that? i. This would go 
to the ultimate policyholders, 

Q. If the policyholders got down to two or three, 
those two or three would get it all? i. The policy- 
holders of the last six years. 


f If those policyholders for the last six yeers 
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got out one by one until the number of policyholders was 
reduced to one or two or three, those few would finally 
eet all the aggregate of this 1.42 per cent? Is that 
not correct in theory? ie No, 
ve What is wrong with it? A. In case of 

liquidation of the company it is to go to the policy- 
holders who have been members during the last six years. 
That is to prevent what you are talking about happening, 

%» Then enybody who got out prior to the past six 
years and left his 1.42 per cent in would not get that 
back? A. If he got out seven years ago he would not get 
it back. 


ry 


ve I am only trying to find out what happens to 
the amount that is retained when any member retires. The 
amount that is retained, whether he retires or not, is not 
just exactly the cost of the insurance? In other words, 
this company is not doing business at cost? Is that not 
correct? A, It is correct as far as 1e20en. 
3s What part have I left out? a, That money 
stays there, it can only go to the policyholders in the 
end. 
*« To some policyholders, not to all who 
contributed it? Ae Some policyholders. 
Ce That is quite a different thing, I suggest to you, 
MR. GRAY: May I help clear that up before you 
leave it? 
MR. PARKER: I would rather you cleared it up after 
I have finished, if you do not mind, 
MR. GRAY: Very well. 


At 12.30 pem. the Commission adjourned, until 2.15 


this afternoon. 
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The Commission resumed at 2.15 p.m. 


Examination of Mr. H. T. Freeman continued 
BY MR. PARKER: 

Q2- Before lunch I had asked you some questions 
about an bhity charges to each member. That is, that the 
summation of those monthly charges during the term of the 
policy, subtracted from the original deposit, would repre- 
sent the amount returnable. A. Yes, the available for 
return, we would call it. 

Q. Yes, less 14 per cent in each case? AY Yee. 

Q@. And I had suggested to you that that small per- 
-centage represented profits to the company. And perhaps 
I had omitted to bring out that although the individual 
member did not get back the 1g per cent, or whatever it is, 
out of the money he put up, yet he got the equivalent out 
of a Similar amount from his predecessor member, from whom 
it had been deducted. A. Yes, that. 18 trite; ‘and it: is 
very important. The man who comes in at the last, as 
Mr. Parker suggests, and stays only one year--and of course 
that seldom happens--has the advantage of prior contribu- 
tions by prior policy holders, which is of much more 
importance than the little, measly 1g per cent that he 
mey leave with the company. 

Q. Let us go back to the inception of the company, 
to the first group from whom the 1s per cent was taken; 
how did they get the equivalent? A. Well, while J have 
grey hair, I did not live 108 years ago, so that that is, 
sir, a hypothetical question. I do not know how they did 
it at that time. IT should like at this time, or at 
some time before the meeting closes, to clear up one 


other point which you raised, Mr. Parker. 
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Q.- Yes, you may clear up anything you like, where 
you might have misunderstood my question, or left the 
wrong impression. Go ahead and clear it up. A. Yes. 

I refer to this highly theoretical idea of yours, Mr. 
Parker, where policy holders might drop out, or be forced 
out, and those tremendous reserves ultimately be found in 
the hands of two or three policy holders. Of course that 
is impossible. In the first place, we have annual meet- 
ings. We send to every policy holder a very, very complete 
annual statement. In that way he knows what is going on. 
We have fifteen directors, and those directors are out- 
standing business leaders. They, of course, would not for 
one moment stand for any monkey business of that kind, at 
ali. Then, on top of that, we have protection in the 
charter which states that in the case of reserves the 
funds have to go back to the policy holders of the past 
Six years. So that what Mr. Parker has suggested might 
happen cannot, in actual fact, happen in our case. [ 


hope I have made myself clear. 


2 


Q. Yes, I understand. That brings me to another 
point, and vitae this’ ™-- As EL dee your pardon, ii 
Parker; are we Straight on the question as to that contri- 
bution to reserve not being profit -- because it is not 
profit. 

Q. That is the whole question, as to whether it is 
or whether it is not. A. Well, I would battle that 
out with you. 

2. I think we understand your contention, Mr. Free- 
man. We shall come back to that in a moment or two, how- 
ever, and from a different standpoint. Then, dealing 
specifically with the company of which you are president, 


+ 


namely the Manufacturer, I understand that company holds 
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a charter from what state? A. From the state of Rhode 
Island, 

Q+ Who are the incorporators? They are certain 
named persons, are they? A. The original policy hold- 
ers, they would incorporate. 

Q- That is, the company at its inception? Ae Yes. 

Q- All those named persons, plus all persons who 
hereafter become insured in this company, shall form the 
members of the company; and they in turn shall be the body 
corporate; is that the way it is set up? A. Yes; that 
is the way it is provided for, 

Q- If you wish, you may file a copy of the charter. 
me) 6Yoo, here it is. 

BY THE CHAIRMAN: 

ye Are the by-laws also there? A. ¥eu) they are in 
there. 

O. In that book? A. Yes, that is a copy of the 
charter and the by-laws. 

Q.- So that the members of this company are the policy 
holders? A. Yes. 

BY MR, PARKER; 

Q- 44nd when you talk about the annual meeting for 
the election of directors to transact general business, 
you are really referring to the annual meeting of policy 
holders? A. Yes, that is correct. 

Q- And, as I said to you, they meet in a dual capa- 
city, first as a meeting of policy holders, and also in 
the capacity of persons entitled to participate, on 
certain conditions in the reserves held by the company; 
do you agree with that? a. They meet primarily as 
policy holders, and secondarily in the other capacity I 


have mentioned. 
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Q- They meet secondarily in the other capacity, is 
that correct? a. They come up in both capacities. 

Q- But in fact, is that not so? a. Yes, I should 
think SO. 

Q» You would say that is right? A. Yes. 

Q- Then, to go back and to bring up another point 
parallel with that one: when a man becomes a policy holder, 
and therefore becomes a member, I think you have told me 
that there is no formal application? A. That is true. 

Q- That would correspond to an application in an 
ordinary joint stock company; there is no such thing. 

BY THE CHAIRMAN: 

Q- Most of these policy holders are incorporated 

bodies, are they not? A. Yes, they are. 
BY MR. P.:RKER: 

Q.- There is no formal application for insurance, like 
there would be under the ordinary joint stock company? 
1: Fre eae 

Q- But the policy is issued? hh. Yes, that is cor- 
rect. 

2. Have you a specimen form of policy which you 
could file with us? ae Yes, I have one of the Ganadian 
policies -- or at least Mr. Gray has one, and all those 
policies contain this clause. 

Q. Is this an American or a Canadian policy? 
4A. 411 policies issued by us have that clause. 

Q. Before you read it, can you tell me if there is 
anything in the policy to indicate an obligation on the 
part of the company that they will account to you and 
make available to each member its proper share of these 
reserves? Can you just tell me the number of the 


paragraph in which that is shown? i. Mr. Gray has 
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just given me a copy of our form of policy, the Canadian 
Fire Insurance policy, used in Canada with the exception 
of the province of Quebec. 

Q- Then, this would be the form in use in Qntario? 
A. It will be seen that on the third page are extracts 
of the charter of the company, and also a copy of the by- 
laws. Then, on the so-called filing back of the policy 
there is this statement: 

"The assured is hereby notified that by virtue of 

this policy, he is a member of the Manufacturers 

Mutual Fire Insurance Company and that the annual 

meetings of said company are holden at its home 

office on the second Tuesday in January of each 

year, at three otclock p.m." 

Q@. Where do you find that? A. On what we call 
the filing back of the policy. 

Q. Well, after reading this, I find that it is not 
what I am asking about. What I am asking you is this: 
is there anything in the policy indicating that the 
assured is entitled to anything more than to be indemni- 
fied against any loss which will be suffered by fire? In 
addition to that, is there any provision that he will 
participate in these reserves, on some sort of basis? 

A. Well, to answer that, I would have to read over a lot 
of fine print, because I have not read it for some time. 
BY MR. GRAY: 

Q. Is it not in the by-lews? A. Yes, it is on 

the third page of the by-laws. 
BY MR. PARKER: 

«F To which one do you wish to call my attention? 

A. Section 5 covers it, in the extracts from the by- 


laws. 


- a4, 


PRO ste are oak setae rs iy eres | 
he ‘ ae! N ; ee i, ‘Sat = ly Fes oy i: 
ats Deu Ole ee oe ae say ¥e oe 


WR, F 


Seni, Sdk. vt cosa a a ae is 

Sa ee Nee nthe ei he any neta, Fg eh 

ae Reno prea eas oe 
2a N | 14. DOP Ga ee ‘eat af” toric! valet io, 


aS “if ite ; ea 0 : a 
0 if fi | saya E kee i Netty ati 


in She 80) Ae READ wed er eek aon 


iM ¥ ae ’ = 1 ; L ; : : i = a : 
pe ae OT RAED +2 ais ne i, a 

y ; Ne . : 

a ' 


M - " ' ” =» 7 
f ; Mo, Sad ; roe te e . 7 y 

if : ae ; 1 al Ww nara / Te a ov a 5 ‘ : +e : : 

ha ‘ ae ie i e es — 1 

a ee er a 


+ gta aoe yn ES oases oe 7 
| ity, gobit: See idee gue siege 
3 Be cera ae a : 3 ‘ ; . 
a i § J me . is 
| f . i ees oe ay ° Ww | ; 
ee iS ee a ye ea ay pee eee ar ie da oe at Tepe Pe 
rh eee | r " Jean setae mail See 
, Us ; fee 4 : Ba Lo Oar ees ne ah iv ata: ‘sibs re me 
2 fee yiae se ce 0s : ‘ - a . 7 
oe ahs f he Wh ‘ aA, F 7. B ant Pe, nh Coe tome he age 
i . 2 ia. aieee ry oe ; ts + ‘ 
eee Reet nt betas us el SEW ele akg ee an tet 
: 
‘ ; ind ey oa ae Sa ; 
es 3 | jou Stee at Goaly We agtéinis. os 
| y ae 7 cf . : ANG a wr: - poe ; F iy Ap : 
| ’ : 7 {here ope eons 4 tha 7 seein: +: 
Dale on j ae e rs aa y pe 


nat. ’ * iode seneea ge, 1 Ese 


a] : ip) 7 . as » Be 


wes sae widen nid $i. sdb eee 


oe 


ee 


C-6 ad a Mr. Freeman 


Q- That is what I am trying to find; probably No. 4 
or No. 5 would cover it. I shall read No. 4. pg ae 
think the two should be read together. 

Q- They are as follows: 

"4. Each premium deposit for 4 policy on the mutual 

pian is to be deemed a deposit made by the insured 

with the company. The portion of this deposit un- 
absorbed by the contributions to the company's losses, 
expenses and reserve, as determined and declared by 
the board of directors, is to be returned to the 
insured at the expiration or earlier termination of 
his policy." 

That does not deal with reserves; that excludes reserves, 

does it not? 

MR. GRAY: It mentions reserves. 

BY MR. PARKER: 


Qe It mentions reserves, where it state 
"The portion of this deposit unabsorbed by the contri- 


butions to the company's losses, expenses and reserve," 
You take these three out. Then, paragraph 5 states this: 
"Immediately after the first day of each calendar 
month a computation shall be made for each policy of 
the mutual plan that expired on said date, for deter- 
mining what percentage of the premium deposit for 
the said policy has not been absorbed by its pro 
rata contributions to losses, expenses and reserve 
during the life of said policy." 
Is there anything in there to show that there is an 
Obligation on the part of the company? A. I think if 
you will read the rest of the paragraph it will be 
Clear; you should read it all. 
Q- Very well; I shall read the rest of it. It 


states: 
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"These computations may be by such convenient and 
- practicable approximate methods a3 in the opinion 
of the president or directors, having due regard 
to the reserve, will most accurately and fairly 
and without purpose of profits to the company ...." 
#» Please notice that. 
Q. Yes, I notice it. It. continues - 
",....dstermine for each member all of the premium 
deposit made by him which has not been absorbed by 
its pro rata contributions to losses, expenses and 
Senereess 
AS the premium deposit is baSed on the theory 
of continuous membership, this computation will be 
sent to members following the expiration date of 
policies in the form of a statement of the differ- 
erence between the premium deposit for the new pol- 
icy and the return of unabsorbed deposit on the old 
policy. 

In case of continued membership, all of that 
portion of the original premium deposit not thus 
absorbed shall be returned or credited to the insured, 
reckoned as a percentage of the premium deposit. 

Non-renewal shall be considered as a cancel- 
lation and the portion of the premium deposit to be 
returned to the rere shall. be determined under 
section 6 below.’ 

I suggest to you that there is no obligation in any way to 
réturn to the policy holder any portion of the reserve; 

do you agree with that? A. That is entirely a matter 
for the directors to decide -- as to what shall be 
returned, 


Q. Yes, I know that; but is there any obligation in 
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that policy that the policy holder can enforce against the 
company, in reference to that reserve? Is there any other 
provision of whih you are aware? A. I think that covers 
it. 
Q- All right; I shall read section 6: 
"Any policy shall be cancelled at any time upon re- 
quest of the insured and may be cancelled by any 
executive officer of the company after due notice 
as provided in the policy. In all cases of cancella- 
tion of policies on the mutual plan that portion of 
the premium deposit which has not been absorbed by 
losses and charges for taxes, current expenses and 
contribution to reserve, and extra charge for ghort 
rates as determined from time to time by the direct- 
ors, shall be returned to the insured reckoned as a 
percentage of the premium deposit.i 
Is that what you wish me to read? &-. Yes, that all goes 
together. You had better read the rest of it, 
Q- Section 8 is as follows: 
"The income received by the company from its investment 
shall be applied to the payment of expenses of conduct- 
ing the business, taxes, losses and reserve. 
Now, what I wish to bring to your attention is this: let 
us illustrate with the case of a man who makes a deposit 
of $1,000. At the expiration of the first term, you will 
calculate a number of things. First, your losses are kept 
separately. You make a distinction between losses and ex- 
penses of adjusting losses; or are they put together? 
A. That all goes together, 
Q- It goes together; in other words, losses and 
cost of adjustment go together. Then, there are general 


expenses; is that correct? A. Yes, that is correct. 
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Q- And those are duly calculated? A. Yes. 

Q- And then the reserves are calculated, in the dis- 
cretion of the directors, as circumstances may require, 
from time to time. Then, those three are added together 
and subtracted from the original deposit, and you have the 
amount returnable. A. You have not mentioned the 
credit of the income received from investment. 

Q-, I will come to that. Let us assume, first, that 
there is no income from investment. What I have said would 
be correct if there were none. A. Yes, if there were no 
income. 

Q- But in this instance there is a very substantial 
investment income? A. Yes, 

Q. I believe you stated that it was sufficient at the 
present time approximately to equalize the expense item? 
A. Yes, that is correct. 

Q. And is it the practice that the investment income 
Shall be used for the payment of the expenses? A. That 
is the practice, yes. 

Q. That is, it is not only the practice, but it is 
carefully provided for. A. Yes, it is carefully pro- 
vided for in the by-laws. 

Q- Therefore, to the extent that expenses are de- 
frayed from investment income, the amount returnable is 
thus increased? A. That.is correct, 

Q- Because if that were not so that much more would 
have to be deducted from the original deposit? A. That 
is correct. 

Q2- The result, therefore, is that a part of the cost 
of this man's insurance is defrayed out of income which 
is yielded from investments made by the company, and used 


to defray a portion of the insurance? A. That is 
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correct, 

®- In other words, he is getting a part of his insur- 
ance cost carried out of income from investments? 
A. That is correct. 

Q- He never actually gets those investments as such, 
does he? The part that is returned is carefully desig- 
nated as a returnable portion of his original deposit; is 
that correct? A. Of course we do not --- 

Q- Because the investment income has been used, 

A. We do not invest 100 per cent. We keep a certain 


amount of funds for a working balance, 


va 
{ 


%-» But my point is that the part he gets back is given 
to him on the basis that it is part of his original deposit. 
A. He gets back the unused portion of his original de- 
posit. 

Q@- He gets the same amount, but he may get it under 
two different labels. Supposing he gets back $400. 
$100 of that really represents investment income, and $300 
is returned of his original $1,000. But where it is paid 
back to him, it goes back as though it was a part of the 
original cost, does it not? A. The income received goes 
back as a credit on the expenses, 

Q- Yes; I think we understand each other. Now, you 
Spoke of re-insurance this morning. Did I understand you 
to say that you only re-insure with each other? A. That 
is substantially correct, yes. 

Q- Is it entirely correct, or is it only substan- 
tially correct? A. I would have to say that it is sub- 
stantially correct, because once in a while we get 
accommodation requests where someone wants us to help 
them out. 


Q- But you do, to a small extent, re-insure with 
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others -- other than your group? A. Well, it is so 
Small you could hardly find it. 

a- I am not interested in the size of it; I am 
interested only in the fact of your doing it in that way. 
A. It complicates our books. 

Q. But you do, to a very small extent. A. There is 
a certain amount of accommodation business granted to 
others. They grant us favours occasionally, and occasion- 
ally we grant them favours. 

Q» Then, you have spoken of your inspection service. 
I think you told us that it runs around $1,000,000 a year. 
A. It is around a million and a half, or more than that. 

Q. Then, what is this inspection service; is it a 
Separately incorporated body? A. No. We have debated 
that back and forth for several years. It is a subject 
which is perpetually under discussion, as to whether we 
should incorporate our inspection department. When TI 
first came to the field some twenty-five years ago, it 
was under discussion and it is still being discussed. 

Q@. And so far you have not become incorporated? 

A. No; it is purely voluntary. I should like to explain 
that further, if I may. 

Q- Well, I think we will get along faster if you 
permit me to do the questioning. You may tell a lot more 
than is necessary. We are trying to bring out all the 
facts. I understand that you employed these engineers 
and inspectors when you wanted them. A. They are 
permanent employees. 

Q. Are they permanent? A. Yes; = think I had 
better explain that, Mr. Parker. 

Q. All right, go ahead. A. Each year the joint 


affairs committee, to which you refer -- that is,the 
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company presidents -- adopt a budget which is prepared by 
our inspection department. It is based upon what they 
think their expenses will be for the year. The cost of 
that is pro-rated among the companies on the basis of the 
amount of insurance in force in each company. Last year 
we contributed on the basis of #1lll for each $1,000 ,000 
risk. It was about that figure, I believe. Every company 
has to contribute on that basis -- on the amount of insur+ 
ance in force as of December OL 6 That brings in a sum 

at the present time of, I believe, $1,688,000. That money 
is used by the inspection department, subject to the 
executive committee of company presidents for payment of 
inspectors, special engineers, and so.on. 

Q.- What body handles that fund? A. The treasurer 
of the inspection department. 

Q-.- The treasurer? A. Yes; it is handled by the 
inspection department. We turn over sach month one- 
twelfth of the annual charge to which we have agreed. 

That goes to the department, and then the department 
manager and the treasurer disburse it for Salaries, 
travelling expenses, and all kinds of tests, research, and 
the like, 

Q- Is he the treasurer of one of the constituent 
companies? A. No, he is the treasurer of the inspection 
department. He is a properly appointed official, if that 
is what you are getting at. 

2- No, I did not mean that. I want to know if that 
is an engineering service of yours, more than of one of 
your constituent companies? A. It is jointly shared 
by the eleven companies. My office has a third of the 
system, and contributes roughly one-third of the expense. 


Q- And does that service, or its employees, do work 
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on inspection for anybody else but your companies? 
A. No. 

Q@- They are full time? A. Well, maybe once a year, 
if somebody wants an expert, we may permit one of our men 
to pick up an extra hundred dollars; but that is very 
refe, 

Q. That would be Simply a bonus for the man, person- 
ally: it would not go to the coffers of the company? 

A. No. | 

Q- It would just be a present for him. A. It hap- 
pens only once or twice a year, perhaps. We do happen to 
have a special man on explosions, or something like that, 
who might be used by somebody else. And in those circum- 
stances we might arrange to have him so used, 

Q- One question which bothers us is that of the legal 
status of your company, aS distinct from the shareholders, 
Have you ever studied that matter Seriously, to see whether 
the incorporated company is distinguishable from the 
individual members of the company, in so far as taxation 
matters are concerned? A. I pleaded guilty this morn- 
ing to not being a lawyer, and I shall have to continue 
that plea. That, I suggest, is a legal question which 
counsel should look into. 

Q- I have had many discussions in the past two years 
with people of your Standing, who claim they are not 
lawyers, but who have at the same time discussed this 
matter a great deal. A. Well, I think it is getting 
out of my field. 

Q- You do not feel that it is in your field. 

A. It is a legal question, and I should like to have 
counsel answer it. 


THE CHAIRMAN: Mr. Gray has answered it in his brief. 


, 


as a = ne 
ii; Tiered tis bray (IN Sead , HeeeRe err > se 
te Ad ates ote 
Ar, =) i a She ° 
i tee eng ae ee ‘feet briint 29 Tay 
a; : ev ei man I . 
- 
mes | A bade ehghita: at Skoda re 
-, ‘ : 4 Py x mh ; 
¥ 1 oF s/s) aN Ped) ae a i ; ae 
pj re ans a a : : 
’ i : te : 4) a) oe 
: ry 0 ‘ bas 
} : Pes 
lad 2 Bea oe” | Oty ay, | oid * : wi oy 
nF Pay es i tae 
=. on wh ’ 
' rue ‘lett SLO Sa 467 ee natin or ie 
; Tu ee faba ime 8 Kail 
7 j v * “ee boos 
> a A ‘4 bh a Pe rd es hie. i 
Ss. thnee 2) Ceo 
; i ‘a. fy, Lines 
ay ou aE ( * Oi - aloe it. 
ni Ms , Ae 
r be 
+ 7 
4 _ iealee Lia bala, evn an 
: eres “ - 
ct ‘ynbditete! Bet code ints ats” 
3. tq Sei Tab ibe task 
/ Bei Seed oe aT ane: vedi 
‘i : iD 
ae Dog, (ee ; use! 
a ove] iy ane ist hice. ideal 
rp oo watt os Tu : ne Thy 4 
; ine ie : tnt yoal hae 
isgut Posen Bh ico: cian re 
; oe es 2 ; Le 
32 ib ‘b! ‘ile ‘ueiy Nici 
' % a 2 Be 
. ri 
oly a 
a ‘4 1 HE Bre be 
é‘ =: Ae a4 
4 Be) f 4 iar "5 
» . : nS is Pi 
‘ Sa deal tart a 
A ie ? .- Pur oe 
e 4 prtri of al se ~4 { ‘os SDE, ; : a in 
PEE Y ONE Se ae ee 
) ae / | 
a TAA) os) . 


1 


O-14 -5845- Mr. Freeman 


BY MR. P.zRKER: 

q- i wonder if that is Mr. Gray's personal view, or 
is it the considered view of this company. A. we do 
not let our counsel run us; it is the view of the presi- 
dent. 

Q-» It is your personal view? Ae YOS-~ 

TH CHAIRMAN: Legalistic was the term used, I believe. 

BY MR. PARKER: 

a you do not feel like discussing it any further? 
&. You would get a full answer from Mr. Gray. 

Q- Well, I am not so sure about that. &. He 
Speaks your language; I do not. Mr. Gray has been 
associated with us for many years. 

Q- Do you know what an underwriting profit is? What 
would that be, as applied to your company? he (2 eae 
claim we have any. 

Q.- Do you know what it is? «A. I have seen the con- 
putation made. 

Q.- If you will not talk to me in my language, you 
can talk to me in yours. I have heard of the expression 
"underwriting profit". Have you heard that expression? 
A. Yes. 

Q@. What does it mean, with respect to the Manufactur- 
ers Mutual Fire Insurance Company? &+ «It is not in the 
factory mutual method of doing business at all. 

Q- Iam not quite sure I understood you. I asked 
what underwriting profit was, and I think you undertook 
to tell me that it is not something --- f£. I would 
have to have a copy of the blank and refresh my memory. 

Q. Then, you cannot tell me what an underwriting 
profit is, from your standpoint? It may be quite 


different in a joint stock company from what it is in 
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your company. . A. It is the difference between loss 
and expense. [It is the unearned premium left over after 
paying losses and expenses and contribution to reserve 
and credit of the income from investment. That is rough- 
14.05 

Q. It is the difference between premium and what 
else? A. It is what you have left over after you get 
through paying losses and expenses. 

Q. Left Over out of what? A. Out of your original. 

Q. Your original premium? A. Yes. 

Q- AS you understand underwriting profit it is the 
difference between the amount of the premium paid on the 
one hand --I am not speaking of depositors, but I am talk- 
ing of the premium paid--less losses and cost; is that 
not what you understand by underwriting profit? 

Aw. Yes; but I must say that the system is very different 
when applied to our system, 

Q- I think I understand that by premium you do not 
mean the amount of deposit made in your company; that is 
not what you mean by premium. A. No. 

Q- What portion of the deposit is the premium? 

A. It is the net premium retained after you have made 
your return to the policy holders. And that net premium 
represents your cost. 

Q. In your system of doing business is there such 
a thing, at all, as a premium paid by the insured? p)oes 
the insured pay a premium? A. After his policy has 
terminated, the net premium that is left -- that is his 
premium. It is taken out of the original deposit. It 
is not a premium until the computation has been completed 
and the transaction has been completed. 


Q. It ripens into a premiun. A. Part of the 
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original deposit eventually does. 

Q- So that there is an amount which subsequently 
becomes a premium, in the same sense a premium is used in 
the ordinary joint stock company. A. Yes, it sub- 
Sequently becomes a net premtum. 

Q. And that net premium is exactly equal to the loss- 
6S and expenses? A. And the contribution to reserve. 

Q- Contribution to reserve. A. Yess 

Q- That is, the premium in the mutual company. 

A. Yes, that is the net premiun. 

Q. Therefore I suggest to you that on the basis of 
your own definition those reserves represent underwriting 
profits. A. No, they do not; I cannot agree with you 
on that. 

Q. You do not agree with me? A. No. 

Q- All right. You appreciate that portion of the 
briefs in which it is stated that the Superintendent of 
Insurance has misapplied or misunderstood these figures 
filed by your company, in setting up his report. You 
agree with those criticisms, do you? A. Yess J think 
that is true of not only your Dominion Superintendent, 
but in respect of all blanks; because they are prepared 
primarily for the use of capital stock companies, and 
not for the use of companies operating on the premium 
deposit plan? 

Q. Do you make a similar return to anyone in the 
United States for American business? A. A similar 
Statement is prepared. We never have objected to it, 
particularly, because it does not do us any harm. It 
sets up large reserves; so what? 


Q. At page ten of the first brief, we find this: 
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"A fact which must be kept clearly in mind at all 
times is that the original deposit, which is purpos- 
ely large in the case of the Factory Mutual Companies, 
is a deposit and not a premium in the usual sense of 
the word." 

What is meant by the expression ‘not a premium in the 
usual sense of the word.’ It is a premium in what 
unusual sense of the word; or is it a premium at ail? 

4a. It is a deposit out of which the final net premium is 
taken. 

Q- You attended before the Congressional Committee in 
1942 in connection with this matter? A. YSs. 

Q- And, following that, certain recommendations found 
their way into the legislative program of that country, in 
the following year? A. With respect to the taxation of 
mutual companies, yes. For thirty-two years, that is 
from 1910 to 1942, Congress has struggled with this prob- 
lem. Finaliy, as a war measure, knowing that the govern- 
ment needed money, we agreed to that method of taxation, 
although it is working out in such a way that we are now 
paying more than was contemplated, and more than our 
competitors are paying, on a comparable basis. But as a 
war measure we are willing to make our contribution in 
that fashion. 

BY MR. ARNASON: 

2. Was that tax levied because Congress believed that - 
you, as a mutual company, had a profit, or was it levied 
because of the need for revenue? A. We never admitted 
that we had a profit. I proposed that method of taxation, 
because we wanted to make a contribution to the war effort, 
and that was one way in which we could do it. we have 


protested, and for years have objected to the attempt by 
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Congress to tax us on profits, where there were no profits. 
But when they adopted this system of taxation, it was on 
an optional basis. I wish I had a copy of the law to show 
you. We have two options, one of which is roughly 40 per 
cent of our investment income which applies, in our case, 
from 1 per cent of the premium, interest, income, and 
certain other items, and deductions. Some mutual compan- 
ies are paying under one option, and others are paying 
under the other. Under the law you have to pay whichever 
gives the greatest tax. We have to pay under the 40 per 
cent of investment income regulation, and we are so pay- 
ing. But we have in mind, when the war is over, and the 
need for income decreases, that we are going to ask for 
relief. 

BY MR. PARKER: 

Q- As a result of that legislation, mutual companies 
such as yours, were taxed, were they not? A. Yes, they 
WoTe . 

Q.- And they were taxed on this basis, were they not, 
that certain items were deducted as operating expenses 
from your gross income; is that not correct? A. Yes, 
that is correct. I have a copy of it right here -- the 
annual income tax form. 

Q. Certain deductions were allowed from your gross 
income, and then the companies were allowed exemption of 
the remaining portion of the income, up to what percent- 
age? Was it $50,000? A. I do not remember the figure, 
whether it was $350,000 or $75,000. 

Q- I think it was $50,000 in one class, and $75,000 
in the other class. A. I think it was $75,000. 

Q- ‘But the excess of that was held to be taxable 


by American authority, and on that excess you have been 
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paying since then income tax to the United States. 
A. Yes. My company paid $146,000 for 1943. 

Q.- Your company did? A. Yes. 

Q.- And what applied to your company would, in varying 
amounts, apply to all mutual companies? Your company was 
not singled out, was it? A. No. 

Q. Is the amount of money on which you are paying 
income tax in the United States in respect of your Amer- 
jcan business? I would suppose that that is the way it is 
worked out. Or do you take in your entire business in 
arriving at that? A. I think it takes in the entire 
business. But I think we get credit for what we pay in 
Canada. I should like to check that, to make sure. 

MR. GRAY: But there is none in Canada. 

BY MR. PARKER: 

Q. You get a credit if, as and when you pay? 

A. Iam very sure we are allowed to deduct any taxes we 
pay to the Dominion Government, as money deductions. I 
was trying to find the item, but I am afraid I cannot find 
it just now. 

Q. What I am interested in is this, in respect of the 
business carried on by this company in the United States, 
that after a thorough examination the United States Con- 
gress enacted a law which taxes the Factory Mutuals as 
having income, and gave them certain deductions or certain 
exemptions; then on the balance they levied a tax to be 
paid. A. There is no denying that; that is correct. 

We volunteered it, as a matter of fact. 

Q.- I do not care whether you volunteered it or not. 
A. I wish to make it clear. We do not pay it as a 
tax on taxable income. 


Q. Does not the United States law say that you shall 
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pay it, whether you wish to or not? Is it not a tax law? 
A. Yes, it is a tax law, certainly. But I do not say 
it is a tax on profits. In fact, it is not a tax on 
orofits. 

BY THE CHAIRMAN: 

a+ Is it a tax such as the Special War Revenue Act in 
this country? That is not an income tax, is it? 

A. I have wondered sometimes whether the government have 
not accepted that in lieu of income tax, in view of the 
fact that we pay a bigger tax, proportionately, than do 
the stock companies. 

BY MR. PARKER: 

Q. Is the fund on which it is paid in the United 
States any different from the same fund which you hold in 
Canada? Do they not arise in the same way? ALTGT you 
mean is it a tax with respect to our investment income TI 
would have to answer yes. That is the basis of the tax. 

MR. GRAY: There is always the alternative, whether 
you pay it on the income or on the premium, depending on 


which is the larger. It is gross income, not net income. 


Q- But doss not the whole thing pre-suppose that you 
have an income? Quite apart from what the practice is, 
is it not written right into the by-laws of -your company, 
in your charter, in a great many ways, dealing with the 
income of the company? You have income; there is no ques- 
tion about that. A. There is no question about it; we 
have income. 

Q.- If you have income, on what basis have you tax- 
able income? A. Because income tax is a tax on profit; 
and that is a very different thing from a tax on income. 


Q.- Perhaps, but if you have a net income you are 
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C-21 ~5852- ; Mr. Freeman 
getting pretty close to a profit, are you not? 
A. You are getting into the legalistic field again, which 
is over my head. 

Q. It seems to me that I get into that field every 
time I get too near the tax. 

BY THE CHAIRMAN: 

Q. Mr. Freeman, you do not get credit for the income 
tax paid in Canada, when you pay income tax in this 
country -- thet is, when you make your payment to the 
American tax gatherer, do you? A. I think there is 
credit for that tax in our form. 

Q. Do you get a credit for the special war revenue 
tax paid in Canada? Aw YOR. 

MR. GRAY: I think Mr. Freeman is right when he says 
that there is credit given for taxes paid in Canada, on 
the ground that that is, in the case of the Factory 
Mutuals, a tax on investment income, and therefore rele- 
vant. 

THE CHAIRMAN: Well, is it on investment income? 

MR. GRAY: It has been represented to the United 
States authorities, and accepted by them, that the tax 
Factory Mutuals pay in Canada under the Special War 
Revenue Act includes a tax on investment income, and [I 
am informed there is a credit allowed in the computation 
of the United States tax for the whole or part of the 
tax paid by Factory Mutuals under the Special War 
Revenue Act. “his return, if examined, will show that. 
And I think my learned friend Mr. Parker may well want 
to have this filed, because it is an actual computation 
of tax actually paid. 

WR. PARKER: You may file it. 


MR. GRAY: And will you permit me to add one other 
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item of information which I gather from this form. The 
tax, as Mr. Freeman has said, is on two alternative forms, 
and they pay that which is larger. In the ons case the 
computation is on the basis of investment income, after 
the allowance of properly computed investment expenses by 
way of deduction. The altermative tax, as I understand 
it, is a tax on gross income, with certain deductions 
éllowed such as interest, investment expenses, taxes, real 
estate expenses, depreciation and other capital losses -- 
but no deduction for losses or expenses. Therefore it is 
not a net income tax. Is that correct? 
THE WITNESS: Yes, I think that is correct.: 
MR. GRAY: So that the important thing for Mr. Parker 
to note is --- 
MR. PARKGR: Let us not enter into a lengthy argument 
at this time, when I am examining the witness. 
MR. GRAY: The important thing to note is that this 
is a gross income tax, and not a net income tax. 
MR. PARKHR: JI shall read from another brief which [I 
have before me, from the American Mutual, which states: 
“The Revenue Act of 1942 placed section 207 in the 
Internal Revenus Code in its present form. It has 
not been substantially amended since 1942. This 
section provides for the taxation of mutual insur- 
ance companies, other than life, marine or fire 
companies issuing perpetual policies exclusively. 
Mutual fire and casualty companies in which gross 
annual income from premiums, assessments, interest, 
dividends and rents is in excess of ©75,000 are tax- 
ed on whichever of two bases produce the higher tax. 
1. ‘Investment Income Tax. Net investment 


income is taxed at regular corporation income tax 
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rates. ; 

Be tiie per cent gross income tax. Net premiums 
plus gross investment income, less tax free interest, 
are taxed at one per cent. Net premiums are; gross 
premiums less return premium, premiums paid for re- 
insurance and amounts returned to policy holders on 
the basis of experience, i.e., dividends to policy 
holders." 

Is that a correct summation of the thing as you understand 
it? A. Knowing the man who wrote that, and knowing 
that he is always accurate, I shall say that thet is a 
complete story. It is accurate. 

Q@. Knowing whom? A. Knowing Mr. Gruhn. 

Q. How do you know he wrote it? Ai. Yourtold assert 
was from the American Mutual Alliance. 

Q. Did he write that? A. 2 thank he ad20; néshad a 
lot to’do with it, I think. He is sitting over there in 
the corner. You might ask him. 

Q. I see his name on it. A. We meet on such 
occasions as this. 

Q. Does it not all add up to this, that from the 
company's by-laws and from the statute under which it is 
incorporated, and from practice, everybody seems to agree 
that this company of yours has income, and that in the 
United States you are paying income tax. A. we have 
investment income, sure. I wish to make it clear that 
we are not opposing a tax. Mr. Gray said that ia his 
opening argument. But what we are-saying is that we 
ought to pay a tax on some fair and equitable basis. 

Q.- I understand. I am sufe everyone agrees that it 
ought to be fair and equitable. But what I am interested 


in finding out is whether there is income, so that I can 
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Gecide what is nie and equitable as a tax. 
BY TH CHAIRMAN: 

O» 12 respect of the tax you pay in the United States, 
is your American and Canadian business segregated? 
A. Wo, I would not think so. 

Q. So that it is possible that you are paying income 
tax, or otherwise, in the United gtates on Ganadian 
business? A. Yes. 

MR. GRAY: That is correct. 

‘THE CHAIRMAN: Where you do not pay it here. 

WR. GRAY: That is correct; but it is gross income. 

TH? CHAIPMAL: Yes; well then, is the Superintendent 
of Insurance so wrong when he wants to segregate the two? 

WR. GRAY: There would be no objection from the Factory 
Mutuals to segregating the two on a proportionate basis. 

THE CHALRMAN: You can see that that is hardly a fair 
situation, is it? If the Canadian business of this conm- 
pany is paying a tax in the United States, would it not 
be advisable to segregate the two so that Canada could 
take its share and the United States take its share? 

MR. GRAY: Yes, decidedly; I think the Factory Mutuals 
would not disagree with that at any time. But actually 
what is happening is this: this is a gross income tax, 
including Canadian income ana United States income. [It 
results in the computation of a certain amount of 
liability for taxes, from which credit is given for the 
tax now paid in Camda. 

TU CHAIRMAN: But that is different. 

MR. GRAY: I am not able to tell this Commission 
whether the deduction allowed in respect berries Canadian 
tax equals, exceeds or is less than the proportionate 


amount which would be assessable in the United States on 
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the Canadian income. We could include them, and let the 
Commission know. 
THE CHsaIRMAN: It requires clarification. 


MR. GRSY: And I would be glad to confer with Mr. 


Glassco, if you wish, to try to find the right answer to 


that inquiry. 


THE CHATRMAN: I would like to have it. 
MR. VAUGHAN: Does it also mean that the Canadian 
policy holders are paying a portion of the $143,000? 


MR. GRAY: Yes, the proportionate part. 


MR. VAUGHAN: It does not seem fair, does it, that 
the Canadian policy holders are bearing a part of the tax 
paid in the United States. 

MR. GRAY: Except in mutuality one cannot divide the 
expenses without getting into all sorts of difficulties 
with regard to those expenditures. For instance, one has 
to consider how much is spent in canada for inspection 
service, and how much of the general manager's salary 
should be charged to the Canadian policy holder. You get 
into all those difficulties. So that the mutual system 
seeks a practical answer by saying that all their expenses 
are in common, and all their income is in common, and they 
Share equally in both. 

THE CHAIRMAN: Could you criticize the Superintendent 
of Insurance for endeavouring to segregate these two? 

MR. GRAY: His basis, we say, is quite unrealistic. 

THE CHAIRMAN: You do it only for the purpose of say- 


ing that he is misleading the public as to the situation 


of the mutuals. 


MR. GRAY: That is correct; and from his publications 


very unfortunate conclusions have been drawn by many 
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people throughout the country. 

MR. PARKER: That cannot affect the taxability of the 
company. 

MR. GRAY: No, not at all; of course not. 

BY MR. ELLIOTT: 

Q The American policy holders presumably also bear 
their proportion of the 4 per cent Canadian tax. 

A. That is true; it works both ways. Over the years the. 
Canadian policy holder has benefited to a great extent by 
having his interests pooled with those of people south of 
the border. There is a greater proportion of business 
over which to spread losses, and therefore costs have 

peen reduced. 

Q. So that the Canadian policy holder bears his share 
of the American tax and the American policy holder bears 
his proportionate share of the Canadian tax. A. That 
1S Trucs, 

BY MR. PARKER: 

Q. We have vadeeoana lot about this company's invest- 
ments. Were those investments carried from head office 
in the United States or from the Canadian office, or -were 
they kept separate? Can you distinguish? A. With 
the exception of special deposits, where we have a certain 
fund on deposit with the National Trust Company, all of 
our investments are carried at the home office, in the 
vaults of our local banks. There would be a few 
scattered non-union companies in control of state insur- 
ance departments; but other than those, they are all at 
the home office. 

Q. Is there any way to segregate what you might call 
investment income earned in Canada, which would properly 


be called Canadian income, from American income? Perhaps 
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my question does not make sense. A. Yes, = but you 
would spoil the setup. You may say that 8 per cent of 
our business is of Canadian origin, meaning 8 per cent of 
Canadian income. But that is not the way it works out. 

Q- It would be more or less arbitrary? A. Yes. 

Q- I am more interested in the type of investment. 
Are they government bonds, mostly, or do you own common 
Shares of some other companies? A. If you do not 
mind taking the time, I would have no objection to showing 
you our investments. 

Q- I do not wish to take the time to do that; just 
answer the question. A. I can answer it in this way, 
that my own company, the Manufacturers Mutual Fire Insur- 
ance Company, have roughly 50 per cent of its investments 
in Canadian or United States covernment bonds. The bal- 
ance to the extent of about 35 per cent, I think it is, 
is in common stock, and then there is a percentage of 
cash, and premiums in course of collection, and so on. 

Q. Have you any investments in any company stock, 
or the stock of any company of which you have control -- 
or which you control outright? A. We do not control any 
company through stock ownership. 

Q. None at all? A. No. 

Q. Neither in the United States nor in Canada. 

4. No. I suppose you might say we control our office 
pbuilding. We have stockholders in our own office build- 
ing. It is owned by the factory mutual companies in 
Providence, and there are a great many stockholders. 

Q. If a situation existed whereby the money which 
you invest out of your reserve is invested in a company 
which you control, and which in turn is making money -- 


you say that does not exist? A. We have no controlled 
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company, other than the building company. And my com- 
pany's share of that is only about 40 per cent. 
BY MR..MANN; 

Q.- I have one or two short questions to ask. I 
observe in section 7, at page 7 of your charter, these 
words, “in addition to any re-insurance for other reserves." 
You will observe those words; what do you mean by re- 
insurance reserves? A. That is the re-insurance 
reserve required by law. It is set up in the amual 
statement blank. It is on a basis that has stock insur- 
ance companies in mind, and not companies such as ours in 
mind. That is very well illustrated by the chart which 
appears at the back of the brief. 

9. Have you never set up a re-insurance .reserve? 

A. It appears every year, as in the case of all compan- 
ies, stock or mutual. They make a computation. 

Q. You do; that is for re-insurance which you may 
have accepted? A... It is a. statutory, reserve, yes. 

Q. And that reserve is for the purpose of meeting 
any re-insurance which you may have accepted? A». No} 
you are confusing two things. 

2. Give me the two different types of reserve or 
re-insurance. A. In the case of a company which gets 
into financial difficulties, for instance, probably the 
insurance department may require that the company re- 
insure its outstanding liability. 

Q. That is the unearned premium reserve? A- Yes, 
unearned premium reserve. 

Q. But is there any other meaning for re-insurance 
reserve in yow charter; is there a meaning other than 
unearned premium reserve? A. I think in all of our 
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funds over and above our unearned premiums we always 
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refer to them as conflagration reserve. 

Q- But this is in addition to the insurance reserve 
which may be required by law. The paragraph continues 
in this way: 

"Tt shall be lawful for said corporation to establish 

and maintain a reserve against extraordinary losses, 

by appropriating from time to time, from the net in- 
come of the corporation, such sums as the directors 
may determine; provided, that the sums so appropriat- 
ed in any year shall not exceed one-half of the pre- 
mium deposits received during that year.” 

A. That is correct. 

Q. That is the catastrophic reserve which you men- 
tion? A. Yes. That is the difference between our 
actual earnings, 93.42 per cent and 92 per cent we paid. 
That is the difference of 1.42 per cent which goes into 
the conflagration reserve. 

Q. And the reserve I first mentioned, the re- 
insurance or other reserve, is the ordinary unearned pre- 
mium reserve which you are required by law to maintain; 
that is what you mean by those words, is it? A. There 
is the re-insurance reserve, which is statutory, and then 
beyond that are these contributions determined by the 
directors, which go to the conflagration reserve. 

Q. But you say there are three mentioned in section 
7, that three reserves are mentioned. First of all 
there is re-insurance; that is the first adjective. 
Secondly, there is the other reserve; and, thirdly, 
there is what is called the conflagration or catastroph- 
ic reserve. A. It all goes into the‘other" reserve. 
It is just one other fund there. 


Q. There is no other special reserve, then, than 
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premium reserve and catastrophic or conflagration reserve. 
A. That is all. 

Q- Then, at page twenty-one of the by-laws, in the 
second paragraph of section 2, you will observe that the 
policy may be continued in force by the attachment of a 
rider? A. That is correct. 

Q.» By what method or procedure is that continued in 
force? Is it at the request of the assured? Ae YOSe 

Q. So that the policy does not become cancelled; it 
merely automatically continues. A. You extend it, as 

li insurance companies do. 

Q. The policy continues in force if a rider is 
attached? A. Yess 

Q. And no matter whether it is one or two or three 
years, so long as a rider is asked for, it continues in 
force. A. Subject to certain regulations of the 
Insurance Department which say that you cannot extend 
over a certain period of time; that varies in different 
states. 

Q. You say five years. A. Yes. 

Q. So I take it that at the end of five years, if 
you continued a one-year policy for that length of time, 
there would be a cancellation? A. A cancellation or 
termination. 

Q. In the meantime the deposit would do duty for 
premiums,as deducted. A. Yes, in the meantime 
absorptions go out. 

Q. You are familiar with the War Damage Act of 1959 
or 1940? A. The Canadian War Damage Act? 

Q. YES. A. More or less. 

Q. Have your companies undertaken the service of 


any policies on behalf of the eovernment? A. We 
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have written a very large sum, yes, on behalf of the 
government. 

Q. And for that service you got 2% per cent, I take 
it, not exceeding $250 on a policy. A. I think there 
is a limit on it. I do not think we actually get 24 per 
cent. 

Q. You get your expenses up to 28 per cent. 

A. Yes. 

Q@. And if your expenses work up to 25 per cent you 
are entitled to get that? A. Yes, but I do not think 
it comes anywhere near tiat. 

Q. Perhaps not; but as a matter of fact you are e6n- 
titled, are you not, to 5 per cent of the premium commis- 
sion? A. That is the so-called producer's fee, 

Q. And you do get that? A. Yes, that is correct. 

9. And it is limited to $500 a policy; you do get 
that, and you have written a very substantial amount of 
it? Raw. LES 

Q. At page fourteen of your grey covered brief I 
find this: 

tTt will be noted that the words tunderwriting gain! 

and ‘underwriting loss' as privet’ in the exhibits 
have been struck out by the company when filling in 
the return, and this is the uniform practice of the 
factory mutual companies when completing this re- 
turn." 
That is the return referred to as Exhibit No. 1, is it 
not? A. Yes. 

Q. I notice in the exhibit that the words "under- 
writing" appear to be inked out. Is that the uniform 
practice throughout the United States, or do you refer 


only to Canada there? A. No, I think it is uniform 
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practice everywhere. 

Q.- You think so; but is it? A. I would have to 
check that. 

Q- Well, you would say at least that it is uniform 
practice in Canada that that is crossed out? A>. And I 
think it is true in the United States, also. 

QO, . You think :It ‘is, A. J have not 4 Dlank here, 
but I think it is. 

Q.- Would you look into that and tsll us some time. 
Bae 106, LF will, 

MR. PARKER: At page one of the yellow brief, and at 
the top of page two, there are references to marine 
insurance figures. I understand a gentleman is present 
representing some marine insurance interests, and he feels 
that his clients't names, having been brought into the 
picture to some extent, he would like to say a few words. 

THE CHAIRMAN: Have we finished with Mr. Freeman. 


MR. PARKED: With the exception of Mr. Gray's examina- 


BY MR. GRAY: 


I wish to ask only one or two questions with re- 


2 


gard to Mr. Mann's inquiries respecting war damage insur- 
ance. Is it correct to say that the 5 per cent acqui- 
sition or management allowance -- is that what you call 
it? A. Producer's fee. 

Q. Is it correct to say that that fee is limited to 
a maximum of $500 in respect of any single policy or 
risk. A. I tnink that is the law in Ganada, yes. 

MR. MANN: I said that. 

BY MR. GRAY: 


A Are you able to say what proportion of your 
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business was subject to that limit? A. JI cannot answer 
that offhand. 

Q- Now, so far as the 24 per cent is concerned, [ 
think it has already been made clear that you do not re- 
ceive 2% per cent, but only reimbursements and actual 
expenses; is that correct? A. Hardly that. [do not 
think we actually get all our expenses. 

Q-. The question I wish to ask igs this: ban you say 
whether the company derived any profits from the oper- 
ation of the Canadian War Damage scheme? -- and by profits 
JI mean excess of receipts over disbursement by the com- 
pany. A. Not from the fiduciary fee, As to the 
producer's fee -- well, I never made a calculation to 
know whether that would reimburse us for the time of our 
men in Canada. I should be inclined to doubt it. 

Q- At any rate, may I put it this way, that although 
you cannot state definitely, or camnot give a definite 
answer to the question, it is not to be assumed, without 
Purther inquiry, that you made any profits out of the 
Canadian War Damage government scheme? A. That is 
correct. 

MR. PARKER: And it would be just as proper to assume 
the .opposits, I should think. 

BY THE CHAIRMAN: 

Q. Is the $500 not to be assumed as income? Unless 

he contrary is shown, it would be assumed to be income? 

| MR. GRAY: We had better have some further inquiries 
made, because the $500 maximum applies to risks that run 
sometimes to many millions of dollars, 

MR. PARKER: It would take only five minutes to 
write a policy. 


THE CHAIRMAN: These things will be reflected in the 
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Statement which will be Submitted, I should think. 

MR. GRSY: I think you will find material in that 
which has been filed to answer the question. There may 
have been an inference from Mr. Mannts questions that this 
company, or any other factory mutual company, had been 
making profits or gain out of its functions in connection 
with the Canadian government war damage scheme. As I say, 
the witness is not prepared to give the Commission a 
definite answer on the point, and I should like to have 
the privilege of submitting an answer when he has had 
time to make inquiries. 


THE CHAIRMAN: Very well. 


BY MR. MACKENZIE: 

a+ My questions will be brief. I take it that there 
is no one of your companies that has any association with 
or connection with the marine business. A. No, we 
write no marine insurance: 

Q. None whatsoever? A. No. 

Q: And consequently, I take it, there is no competit- 
ive feature between your various companies and the marine 
underwriters. A. It might work the other way. The 
marine companies might write fire business, and in that 
way compete with us. 

Q. But as marine policies. A. We do not compete 
with them in the marine field because we do not write 
marine insurance, 

Q- And none of your companies has any experience in 
marine insurance business? A. NO. 

Q- I notice at page four of your main submission 
the words: 

"The factory mutuals are not concerned whether 


stock companies pay or do not pay income and 
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profit taxes," 
That is in the third paragraph. A. Yes. 

Q. I take it you subscribe to that Statement; it is 
your statement? | 

THE CHAIRMAN: He said it a minute ago. 

BY MR. MACKENZIE: 

2%. Then, I should like to ask this question: would 
you be prepared to use the same language with respect to 
the payment of marine taxes, the tax on marine premiums 
by marine underwriters? It would not concern you, would 
it, or any of your companies? A. Only in this way, 


that my feeling is that the Canadian government’ needs 


7 


money, and if they are going to raise it fran the insurance 


industry they ought to raise it from everybody, and not 
restrict it to the mutual fire companies or stock fire 
companies. It is &@ job we should ail Shoulder. 

Q. Your suggest on is that there may be some sort of 
taxation that they have not yet tapped. A. That might 
be possible. I know very little about marine insurance. 
Maybe you have an argument, but I do not see it, 


Q.- Perhaps that is one reason why you are before 


this board. All right. 


MR. GRAY: I said in the beginning that after the 
Sommission had heard the testimony of Mr. Freeman T 
wished to refer to the Supplementary brief of the factory 
mutual companies.Is this the time for me to do so? 

THS CHAIRMAN: You do not propose reading it, do you? 

MR. GRAY: No; I wish to read only a few selected 
excerpts from it. 

THE CHATRMAN: Very well, proceed. 

MR. GRAY: However, I should like to meet the wishes 
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of the Commission as to whether I read any of it or not, 
because I feel we have already been well and fully heard. 
Perhaps it would be imposing upon your patience. 

TEE CHATRMAN: I can assure you that every member of 
the Commission has read this Supplementary brief perhaps 
more than once. 

MR. GRAY: Then, I think I might very well abandon my 
original intention. 

THE CHAIRMAN: There will be no difficulty on that 
score. I believe we have all the necessary material 
there, 

MR. GRAY: I shall leave it with the commission as it 
is, then. But in closing the submission for the factory 
mutual companies may I file some documents and material 
I think might be of help to you. 

THE CHAIRMAN: I understand you are getting in touch 
with Mr. Glassco in regard to the complementary material 
which may be desired. 

MR. GRAY: Yes. It may be useful for the CGommission 
to have a copy of the report of the Ontario Superintendent 
of Insurance, for the year 1942 -- although similar 
information for any other year would be suitable. [ 
believe that in this will be found the names of all the 
registered and licensed insurance companies, according 
to the character of their company organization. Joint 
stock companies are listed, as are mutual insurance conm- 
panies. The registrar may find this useful. 

Then, I should like to leave with the registrar the 
Privy Council case in 1931 which had to do with the 
status of the factory mutual insurance companies under 
the Special War Revenue Act, and the factum in the 


Supreme Court of Canada of the Mutual Boiler Insurance 
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at believe I have completed what I have to say, and I 


hank you for the hearing you have given us. 
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MR. PARKER: Mr. Chairman, I think I should mention at 
this stage that the next brief which it is proposed to take 
up is that of the American Mutual Alliance; and the one 
following that will be the mutuals from Quebec. The situa- 
tion is that the Quebec brief is prepared and will be presente 
in the French language, and of necessity we must have a French 
repcerter. It is only possible to have him to-morrow, so I 
should like to have the wholehearted approval of my learned 
friend Mr. Hayden to begin his case now; let us proceed as 
far as we can, on the understanding that he might be good 
enough to let us break in tc-morrow to take up the other one, 

THE CHAIRMAN: I am afraid we are bound to do that. 
We can only get the French reporter here to-morrow morning, 
I believe; and that has been more or less set down. 

MR. HAYDEN: There is no necessity for any explanation. 


I can see that it is hecsessary, and that is all there is to it, 


AMERICAN MUTUAL ALLIANCE 


MR. HAYDEN: Mr. Commissioners, I am appearing here on 
behalf of a group of American mutual companies, some thirteen 
in number, who carry on some of their business operations 
in Canada; and the representations are being submitted through 
the American Mutual Alliance which is, I suppose you would 
call it, a business association in which those thirteen 
companies are members, as well as a very substantial additional 
number of mutual companies that operate only in the United 
States. 

THE CHAIRMAN: Is the Alliance incorporated? 

MR. HAYDEN: No, it is not. It is just an association 
which has as its purposes and objeots just the sort of thine 


that makes us come here to-day; that is, public relations, 
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tax inquiries, anything governmental-wise, that might affect 
the Operation of these companies in Canada or the United 
States: 

The brief prepared for presentation to this Commission 
is as folluws: 

Introduction 

"1. ‘This brief is filed on behalf of the American 
Mutual Alliance, which is an organization of United States 
mutual fire and casualty insurance companies, with head 
offices at 919 North Michigan Avenue, Chicago, Illinois, 
on behalf of its member companies which operate in Canada 
under Dominion registry. Appendix I (post) contains a list 
of these companies and shows the addresses of their head 
offices and the respective years of incorporation and of 
commencement of business in Canada," 

Before I proceed further may I refer you to the first 
appendix to the brief, to indicate the mutual companies 
who are carrying on this mutual insurance in Canada, and 
whom I represent here. They are thirteen in number. 

The address of the head office is given in each case, also 
the year of incorporation and the year in which each of 
these companies commenced business in Canada. 

"2. The net premiums written by these companies in 
Canada in 1943 (the latest year for which complete government 
figures ere available) totalled $3,027,302.62, which was 
3.04% of the total net premiums written in Canada by fire 
and casualty insurance companies under Dominion registry in 
that year. The fifteen-year average (1929-1943) was 3.06%. 
See Appendix II (post)." 

There is an appendix, Appendix II, which contains 
a statement from 1929 down to 1943 showing in the first 
column the total premiums reoceived by all the companies 


in Canada during those various years; then the total 
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premiums received by the Alliance group which I represent 
here, then the ratio is worked in each of those years, 

50 you will see that the ratio in 1929 was 2,541 per cent 
and in 1945 it was 3.043 per cent. 

"3, The Caradian business of these United States 
companies illustrates the international character of the 
insurance business on this continent. Canadian companies 
have always been welcomed in the United States as the 
member companies of the Alliance have been welcomed in 
Canada. Canadian companies do a large and increasing 
insurance business in the United States, 

"4. At the outset of our brief we wish to point 
out that mutual companies such as the Alliance member 
companies pay a 50 per cent higher rate of premium tax, 
“1.e., 3 per cent instead of 2 per cent, under the Special 
War Revenue Act than do joint stock companies, and that 
joint stock companies are permitted to deduct the amount 
of premium taxes paid by them as an expense in calculating 
their income and excess profits taxes."-- 

Until 1942, I think it was, they were permitted under 
our Income War Tax Act to deduct the amount of the premium 
tax from their income tax. Then, by the amendments which 
were made to the statute in that year, it is now deductible 
as an item of expense before arriving at their taxable income. 

".—~While these taxes are not imposed under the Income 
War Tax Act or the Excess profits Tax Act, 1940, they are 
‘matters relevant to the question of the application of 
income and profits tax measures! to ‘organizations 
organized «+. On & ee. mutual basist in the fire and 
casualty insurance field and as such are within the scope 
of the inquiry." 


"5. The mutual insurance companies which are members 
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of the Aliiance have felt for some years that Canacian tax 
lews discriminated unfairly against them. With the appoint— 
ment of your Commission the Alliance welcomes the opportunity 
of making this submission to the Commission. 

"6. In this brief the Alliance will respectfully urge- 

"t(1) that the rate of tax imposed upon companies 
transacting mutual insurance exclusively under the Special 
War Revenue Act should not exceed the rate impesed upon 
joint stock companies; 

"!(2) that compenics transacting mutual insurance 
exclusively should continuc to be cxempt from taxation 
under the Income War Tax end Excess Profits Tax Acts; 

"t(3) that the administration of a tax on 
insurance premiums is simple and effective and can be 
made equitable; and that the basic tax on all insurance 
companics should always be a premium tax based on the 
‘net' premiums, ipa, upon the actual cost of the 


insurance protection to the policyholder,' 


"Insurance and Other Business 

aay a Insuranse is different from every other form of 
business activity. The difference is fundamental, All 
insurance is ossentially mutual; most manufacturing and 
trading, on the other hand, is essentially proprietary, 

"S. All insurance organizations of whatever kind gather 
the contributions or premiums of a large group of individuals 
into a fund or pool out of which the losses sustained by 
members of the group are paid. Over a substantial period 
of time all losses and expenses of a continuing insurance 
organization must be paid out of the contributions of insured 
personsSe All insurance is protection against loss from 


possible future occurrences whether or not the organization 
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has a share capital. Some insurances cover the risk of 
losses which will never occur to mos; individuals, e.g., 
destruction of property by fire, On the other hand, some 
insurances cover the risk of losses which will inevitably 
occur although the time of the event is unpredictable, e.g., 
death. 

"9s All insurance is prospective. Money is paid into 
@ fund or pool to give protection for a stipulated period 
in the future. Only at the expiration of the period can 
the insurance organization know for certain whether the 
funds collected for such protection were actually sufficient 
to meet the obligations assumed. The business of the 
manufacturer or the merchant presents an altogether different 
picture. 

"10. Whether an insurance business is carried on by 
& mutual company or a joint stock company or any other type 
of organization permitted to write insurance, the business 
itself is essentially different from most other forms 0? 
business activity. It makes no difference whether, for example, 
merchandising is carried on by a commodity cooperative, a 
joint stock company, a partnership or an individuel; the 
fundamental relationships are essentially different from 
those which cbtain in an insurance organization." 

I think the Commission has heard some discussion as to 
the difference between the insurance business and what we know 
as ccmmocity cooperatives; I think the essence of it is stated 
in paragraph 7. That is, merchandising businesses are 
proprietary in their nature. First of all I should say there 
is a difference between mutual insurance and any sype of 
ordinary manufacturing or trading operation. Secondly, 
there is a difference between mutual insurance operation 
and what I call the commodity cooperatives. I think, for 


instance, as between the mutual insurance and merchandising 
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generally there is a vast difference, because mutuality 

is the essence of mutual insurances, Whoever carries it on, 
it is mutual in its very essence; whether it is carried on 

by policy holders or whether you append shareholders to the 
operations of the policyholders. It is still a mutual oper- 
ation; that is, a pooling of certain resources of the policy- 
holders, to the end that they mutually protect themselves 

and provide indemnity against loss, 

Then briefly, with respect to the difference between 
a mutual insurance company and a commodity cooperative, in 
the first place Mr. Gruhn can bear me out later when I say 
that mutual insurance companies certainly antedate commodity 
cooperatives. That may be a surprising statement to the 
commissioners, but I think I can establish it in evidence; 
that mutual insurance is older than commodity cooperatives 
in any organized way. 

Then in dealing with mutual insurance you have this 
feature, that through the mutual operation you have only the 
policy holders who are the members, who conduct the operation 
and who are entitled to whatever may be the sum total in 
the pool of the resources of those policy holders, which 
they have paid in the way of premium for certain indemnity 
protection. Rut then again, when you deal with commodity 
cooperatives, once you step out of the field of the small 
cooperative you introduce another element. I may be preaching 
heresy here; I may be in danger, but once you get into the 
field of the larger cooperative you have this different 
element; that you have your producers, who form the co- 
operative, and who may contribute the material resources 
to that cooperative which have to be disposed of; but person- 
ality of the producer and the personality of the consumin,, 


public who purchase those commodities, are two different 
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personalities. The consuming public may not be the same as 
the producers; they may be something additional, so you have 
not that factor in the case of a mutual insurarce operation. 
In a mutual insurance operation the policyholder is the member. 
Nobody but a member is a policyholder, and nobody but the 
member, who is a policyholder, is entitled to anything by way 
of repayment of losses to the protection of the reserves 
of the company. 
"11, Parliaments and legislatures have always 
recognized the fundamental difference between insurance 
and other business. Insurance and insurance organizations 
are frequently exempted from statutes relating to business 
generally and there are many statutes relating exclusively 
to insurance and insurance organizations .« 
"Mutual Insurance and Co-operatives 
"12. Mutual insurance companies are the most natural 
organizations for the transaction of the insurance business, 
The earliest insurance organizations in the English-speaking 
world were mutual companies. Many of the mutual insurance 
companies transacting fire and casualty insurance in Canada 
and the United States of America are more than 100 years 
old. 
"Mutual _and Joint Stock Insurance Companies 
"15. A mutual insurance company is a corporate entity 
chartered or organized under laws which specifically provide 
for this special type of corporation. It has no share capital 
or shareholderse The members of a mutual insurance company--" 
I should like to add there, so as to limit it to the particu- 
lar companies with which I am concerned, "the members of an 
alliance mutual insurance company." 
"--can only be persons who are insured. Their objc7* 


in joining with other members is to secure protection. 
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The Company is operated by a board of directors elected 
by the members. Each member has one vote at all company 
meetings, The members own the mutual company, but no 
member can receive any profit from it. The mutual Company 
member is interested, first, in the insurance fund being 
sufficiently solvent to provide sound insurance protection 
and, secondly, in securing his insurance protection at the 
lowest cost." 

I should like to preface the next sentence by adding 


these words, "Sound insurance at." The sentence will then 


"Sound insurance at low cost is the only direct benefit 
which can come to a member of a mutual insurance company." 

"14. <A joint stock insurance company is a corporation 
finaneed by share capital contributed by shareholders. 
The shareholders are primarily interested in the cor por ation 
as proprietors of a business which, if successfully operated, 
will produce profit for them. A stockholder need not be a 
policyholder. The joint stock company deals with policyholders 
as third parties whereas a mutual company deals with policy-~ 
holders as members. When a joint stock company does not share 
the benefits of favourable experience with its policyholders, 
it operates the insurance fund contributed by the policy- 
holders and derives as much benefit for its shareholders 
as it can after paying all losses and expenses incurred. 
In the case of the mutual insurance company any such 
'balanecet is held for or returned to policyholders in the 
form of unabsorbed premiums. 

"15. The public interest is served by the operations 
of both stock and mutual companies - because of the diver- 
sity in their practices and rate-making proceedure, It ‘- 


just as legitimate for the shareholders of a stock company 
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to engage in the insurance business for profit as it is 
for other persons to insure each other through a mutual 
company without purpose of profit. 
"Mutual Insurance and Insurance on the Cash Plan 
"16. The member companies of the Alliance operating 
in Canada transact fire and casualty insurance on the mutual 
plan exclusively. Every policyholder is a member of the 
corporation and no policies are issued to non-members. In 
transacting ‘mutual insurance't exclusively alliance member 
companies differ from practically all joint stock insurance 
companies in Canada which transact tinsurance on the cash 
plant exclusively and from cash mutual insurance corpor- 
ations which are empowered to transact insurance on both the 
mutual plan and on the cash plan. Maeny companies which are 
popularly known as mutual companies do not transact mutual 
insurance - or do not transact mutual insurance exclusively= 
as do all the Alliance member companies in Canada. 
"1?. ‘The Insurance Actt of Ontario (R.S.0. 1937, 
Ce 256) and similar acts in other provinces define ‘mutual 
insurance! as a tcontract of insurance in which the 
consideration is not fixed or certain at the time the 
contract is made and is to be determined at the termination 
of the contract or at fixed periods during the term of the 
contract according to the experience of the insurer in 
respect of all similar contracts whether or not the maximum 
amount of such consideration is pre-determined! (sece a 
par. 43)." 
That naaie you may initially assess a premium, and your 
policy may be non- assessable and still it may be mutual 
insurance under the statutory provision as to what shall 
constitute mutual insurance. So the fact that a policy i. 
non—assessable in its terms does not take away fram that 


policy being mutual insurance. 
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"They define tinsurance on the cash plant to be ‘any 
insurance which is not mutual insurancet (sec. 1, par. 34). 

"18. The said Ontario Act and similar acts in other 
provinces also distinguish between a mutual corporation and 
a cash mutual corporation. <A mutual corporation is defined 
as a corporation . . .« which is empowered to transact 
mutual insurance exclusively (sec. 1, par. 42): ‘Y%a cash 
mutual corporation! is defined as 'a corporation . . « which 
is empowered to undertake insurance on both the eash plan 
and the mutual plan' (Saes shy pers, 1). 

"19, Alliance member companies in Canada are all 
"mutual corporations' and transact ‘mutual insurance! ex- 
clusively within the meaning of the foregoing definitions. 
They do not transact 'insurance on the cash plan.! 

"20. ‘Mutual insurance' is illustrated by the figures 
in appendices III and IV post, which set out the under- 
writing accounts in Canada of Alliance member companies. 
They show that the consideration,-i.e., the cost, of mutual 
insurance is not fixed or certain at the time the member- 
policyholder receives his policy but is determined only 
after the unabsorbed premium {dividend) has been returned 
or credited to him. On the other hand, in the case of 
YTinsurance on the cash plant the sost is predetermined and 
the policyholder is never entitled to the return of any 
part of the premium." 

If we look at appendices 3 and 4, for instanese looking at 
appendix 3, which is in two parts, you will see that this 
gives you a statement for the calendar year showing the 
underwriting accounts in Canada of the Alliance members. 

The first page is for 1942, You have a list of the thirteen 
companies whom I represent. In the first column you have 

the total premiums earned. In the second column you have 


the losses incurred. In the third column you have the 
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expenses incurred, and in the fourth column you have the 
underwriting gain or loss; that is observing the language 
of Mr. Finlayson. 

As I will have to say some time later on, and I think I 
may as well say it now, I believe the expression "underwritins 
gain or loss" has a special meaning in the insurance field, 
ana does not convey the ordinary meaning of a profite You 
might just as well say that because Somebody is a man, that 
all men are the same, To say thet gain is synonymous with 
the word "profit" is not necessarily so at all, Two people 
in & corporate way may be doing the same thing as part of thar 
operation. The result of that may be a profit in one case’, 
and in another case it may note You may take an industrial 
company which may have a portfolio of investments; but if 
a financial company has e portfolio of investments the income 
in that case is something entirely different, So you have 
to look at the particular circumstances of the Operation. 
tl am not concerned over the use of the words "underwriting 
Zain or loss," as to whether that expressicn constitutes any 
admission that it means a profit. I think we have to look 
at the facts to see whether in the circumstances in which 
the operation is carried on, it is in fact a profit, within 
the meaning of the Income War Tax Act or, secondly, whether 
it should be. Quite apart from the question of whether it 
is or not, secondly there is the question whether it should 
be on principle, and I think this commission is concerned 
in part with the principle as to whether or not the Income 
War Tax Act should invade the field of mutual insurance 
operation for the purpose of assessing income tax and whether 
there is any place where they can assess it, even if they 
contemplate going into the field, 

Returning to this appendix, in the next column are shown 


the unabsorbed premiums, which represents the amount returned 
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to the policyholders, and in the last column you have the 
balance. You will notice that in thet particular year, 

in the cases of some of these companies, the dividends, so- 
called, paid to the policyholders were in excess of the under- 
writing gain or loss. In other cases they were less, and 

the explanation of that will appear very shortly. 

May I now turn to the next page of the appendix, which 
contains a similar statement for the year 1943. There you 
will see how the various companies disbursed their so-called 
policyholderst dividend and the balance which they had on 
hand at the end of 1943; and you will observe again that in 
the case of some of these companies they disbursed in policy- 
holders! dividends more than the unabsorbed portion of the 
premium. But if we look at the recapitulation, which is 
eppendix 4, of this operation over a period of fifteen years, 
Which I think is the only fair wey of setting a proper view 
of the operations, because you cannot truly relate your 
experience to one year, since in that year you might have 
substantial losses while in the next year you might have not-- 
if you take them over a period of fifteen years I think all 
the wrinkles are ironed out and you will gct a trend, You 
will observe this interesting feature in eppendix 4; that 
over a period of fifteen years, from 1929 to 1943, the amount 
of the balance which the thirteen companies held out of the 
unabsorbed portion of the premiums was two per cent. In 
Other words, over a period of fifteen years these companies, 
by following a trend of a percentage return in each year to 
the various types of risk on the basis of the premiums paid--- 
it might be 20 per cent, it might be 15 per cent -- that 
they have returned to the policyholders 98 per cent of the 
unubsorbed portion of the premium, so that only two per . 
was held; and there is not any charge on Canadian operation 


against that two per cent for head office expense and such 
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items as that which would more than consume the two per cents 

"21. With few exceptions; such as the policies of the 
So-called 'stock-mutualst of the province of Quebee and 
one or two foreign joint stock companies, joint stock 
companies transacting fire and casualty insurance in 
Canada have elected to issue no ‘mutual insurance! policies 
in Canada; they issue tinsurance on the cash plant exclusive- 
ly. 

"Folicyholderst Dividends 

"22. Since the return of unabsorbed premiums is 
frequently called a policyholder's dividend, and the word 
"dividend" is usually used to denote a distribution of profit, 
it Will be helpful to discuss the true purpose of policy- 
holderst dividends in a company transacting mutual insurance. 

"25d~ The objective of an insurance companyshould be 
to provide insurance protection to policyholders at the 
lowest possible price consistent with prudent insurance 
practice in regard to reserves, etc., and, in the case of 
stock ccmpanies, the provision of a reasonable rate of 
profit to shareholders, There are two broad methods by 
which this cnd can be achieved: the company can fix its 
premium at the lowest point which it estimates will bring 
in just aufficient revenue to meet all losses and expenses 
(and, in the case of stock companies, to yield a profit); 
or it can charge a higher initial premium and subsequent- 
ly pay back part of that premium when the company knows 
just what losses and expenses have been incurred. All 
Alliance member companies adopt the second method. It is 
economically sound for it permits them to provide insurance 
at the lowest possible cost without the risk that the amount 
received in aah will be insufficient to cover the 


claims and expenses incurred." 
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"24. The part of the initial premium which is 
refunded to the policyholder by a mutual insurance company 
applying this second method is known as the unabsorbed | 
premium or, more commonly, as the ‘dividend to policyholders', 
thename ‘dividend! is a misleading one because, as has been 
mentioned, a 'dividend' is usually associated with the dis- 
tribution of profits. The policyholders! dividend, however, 
is not a distribution of profit; it is merely the repayment 
of part of the initial premium ~ a repayment, furthermore, 
which is anticipated by the policyholder when he pays his 
initial premium. In other words, the initial premium 
Which a policyholder in a mutual insurance company applying 
this method expects ultimately to pay is not the amount 
handed over to the company in the first instance but that 
original amount less his dividend. 

"26. This view is supported by the fact that taxpayers 
who are permitted to deduct fire and casualty insurance 
premiums from their taxable income as operating expenses 
are only permitted to deduct 'net premiums,t i.e., the 
initial premiums less any policyholders! dividends that have 
been received. If a corporate taxpayer has a property which 
is continuously insured by a joint stock insurance company 
at a premium of $1,000 per year, it may deduct $1,000 each 
year as expense in calculating its income tax. If the same 
corporate taxpayer insured the same property continuously in 
an alliance member company, the annual deduction for insur- 
ance expenses might be $700. The reduced expense deduction 
($700 instead of $1,000) in calculation of the corporation's 
income tax would be due to the fact that each year unabsorbed 
premiums would be returned or credited to it. This appears 
to be a clear recognition on the part of the taxing auth=~ 


ity that the policyholders! dividend is a return of part 
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of the initial premium and is not a distribution of profit. 
"26, The Gommission will be interested in the practical 
operation of the mutual insurance system as followed by 
Alliance member companies. Reference is made to the manner 
in which the amount of unabsorbed premiums (dividends) 
paid or credited to policyholders is determined by the 
boards of directors of the several companies. Accordingly 
there is included as Appendix V extracts from resolutions 
in this connection recently adopted by four representative 
Alliance member companies.” 
If I might take a typical one at the end, I will take the last 
one, the National Retailers Mutual Insurance Company; on the 
last page; there is a resolution of the directors, as follows: 
| "Voted; That on all policies expiring or cancelled 
during the month of May, 1944; and thereafter so long as 
the condition of the company shall warrant in the judement+ 
of the executive committee or until further action by the 
board of directors or the executive committee, there shall 
be returned to the policyholders unabsorbed premiums (divi- 
dends ) according to the following rates and classifications: * 
Then they go on to define class A, on which the return 
is 20 per cent of the earned premium; class B, on which the 
return is 25 per cent of the earned premium, and class I on 
which the return is 15 per cent of the earned premiun. 
The resolutions of the other companies , which are appended, 
follow the same general plan; therefore I will not bother 


reading them all to the Commission. 


"Insurance Company Taxation in Canada 


"27. Notwithstanding that Alliance member companies 
are exempt from the Income War Tax Act and Excess Profits 
Tax Act by reason of clause (g) of section 4 of the former 


act, they feel that the taxes imposed on the premiums 
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received by them under the Special War Revenue Act are 
unfairly discriminatory inasmuch as such premiums are 
taxed at the rate of 3 per cent whereas premiums received 
by joint stock insurance companies ave taxed only at the 
rate of 2 per cent. 

"28. It is only fitting and proper that purely mutual 
companies which have no share capital and no shareholders 
and which therefore earn no tincomet or ‘profit't within 
the generally accepted meaning of those terms.in income tax 
should be exempt from the Income War Tax and Excess Profits 
Tax Acts. Nevertheless this exemption is no justification 
for levying a higher rate of taxation upon premiums received 
by mutual insurance companies than by joint stock 
companies under the Special War Revenue Act. 

"29. This discrimination first arose in 1942. From 
1932 until 1942 all mutual and joint stock insurance conm- 
panies operating in Canada were taxed on premiums received 
by the several provinces at the same rate (averaging about 
two per cent) and by the Dominion under the Special War 
Revenue Act at the rate of one per cent. During this period 
joint stock companies were permitted to deduct the Dominion 
premium taxes so paid from the taxes payable by them under 
the Income War Tax and Excess Profits Tax Acts. In 1942, 
when the provinces by arrangement with the Dominion agreed 
not to tax corporations for the duration of the war, the 
rate of the tax payable by the mutual companies under the 
Special War Revenue Act was increased from one per cent 
to three per cent but the rate of tax imposed on the joint 
stock companies was increased from one per cent to only 
two per cente 

"230, Alliance’member companies do not object to 


the imposition of a premium tax provided premiums received 
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by them are not taxed at a higher rate than premiums 
received by other insurance organizations. The adminis- 
tration of a premium tax is simple and effective and it 
can be made equitable. The first condition of equity is that 
it be imposed at the same rate upon all competing types of 
insurance organizations. Prior to 1942 premiums received 
by mutual and joint stock insurance companies were taxed 
by every province at the same rate." 

And I would direct particular attention to the next 

sentence: 
"Every state in the United States of America taxes premiums 
received by insurance organizations, and in no state is e 
higher rate of tax imposed upon mutual than upon joint stock 
insurance companies. 
"Sl. It seems altogether proper that joint stoek 

insurance companies which frankly engage in the business 
for profit of fie ik shareholders should be taxed under the 
Incom: War Tax and Excess Profits Tax Acts while mutual 
insurance companies are exempt from taxation under such actSe 
Since such a tax on a -joint stock insurance company is 
levied only on the profit element of the premium, it 
only affects the amount of such profit, and therefore does 
not produce an element of discrimination as between joint 
stock and mutual insurance companies. The share capital and 
the shareholder are characteristics of the organization 
of a joint stock insurance company that are not found 
in the organization of a mutual insurance company. It is 
in accordance with Canadian income tax principles that the 
profits of sueh joint stock companies in the insurance bus- 
iness should be taxed, just as are the profits earned by 


joint stock companies in other lines of 4usiness. 


"Insurance Company Taxation in Great Britain 
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"32@e Inasmuch as other submissions made to the 
Commission have dealt rather fully with insurance company 
taxation in Great Britain, the Alliance contents itself 
with drawing attention to three important facts: 

. 

"le In Great Britain there is no tax on premiums 
received by insurance companies, i.e., no premium tax 
such as is generally imposed throughout Canada and 
the United States of America; 

"2. Mutual companies transacting fire and casualty 
insurance in Great Britain are very few in number and 
transact an inconsequential volume of business; ana 

'S. Mutual insurance organizations were not even 

mentioned in the debate in the House of Commons in 193% 
when the British Income Tax law was amended to change 
the basis of taxation of cooperatives generally.! 
"By Treason of these three considerations, and having regard 
to the very different incidence of income tax law in Great 
Britain as compared with Canada or the United States of 
America, it is probable that the Commission will find little 
assistance by reference to the taxation of insurance Companies 


in that country. 


"Federal Taxation of Mutual Insurance 
Companies in the United States 


"SS From the time of World war T until the enactment 
of the Revenue Act of 1942, it may be said fairly that no 
federal income taxes were consciously levied by the Congress 
on mutual fire and casualty insurance companies, 

"54. In the United States the federal income tax 
law, as it affects oorporations and business enterprises, 
is essentially a tax on profits. It is the general rule that, 
where there are no profits, there are no income taxes to 


pay. The exemption of mutual insurance companies from . 
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federal income taxation up until 1942 was based squarely 
on the proposition that such companies earn no profits. 

"35. In 1942 it was Proposed that the Congress levy 
income taxes on the larger mutual fire and casualty compan- 
les. It was proposed to tax them as profit-making corpor- 
ations. The original bill contained a feature which would 
have penalized the mutual return of unabsorbed premiums to 
members. 

"36. The congress, more specifically the committee 
on finance of the senate, considered fully the real status 
of mutual insurance companies, After conferences with 
congressional tax experts the congress concluded that mutual 
insurance companies are basically non-profit organizations, 
The need for revenue caused by the war led the congress, 
however, to examine the operations of mutual fire and 
casua._ty insurance companies very closely for the purpose 
of detcrmining whether there was not some element in their 
operations which would support an income tax. It was 
concluded that the investment income which mutual fire and 
casualty companies earn on the funds in their possession 
should be taxed, 

"37. The Revenue Act of 1942 exempts from taxation 
all mutual insurance companies, other than life or marine, 
if their gross income from premiums, assessments, interest, 
dividends and rents does not exceed #75,000 during the 
taxable year. The provision is section 101(11) of the 
Internal Revenue Code. It has not been amended since 1942, 

"538. The Revenue Act of 1942 placed section 260% in the 
Internal Revenue Code in its present form. It has not been 
substantially amended since 1942. This seotion provides 
for the taxation of mutual insurance companies, other than 


life, marine or,fire companies issuing perpetual policies 
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exclusively. Mutual fire and casualty companies in which 
gross annual income from premiums, assessments, interest, 
dividends and rents is in excess of ~75,000 are taxed on 
whichever of two bases produces the higher tax: 
"t(1) Investment income tax. Net investment 
income is taxed at regular corporation income 
tax rates, 
"!(2) One per cent, gross income tax. Net premiums 
plus gross investment income, less tax-free interest, 
are taxed at one per cent. Net premiums are: Gross 
premiums less return premiums, premiums paid for 
reinsurance, and amounts returned to policyholders 
on the basis of experience, i.c., dividends to 
policyholders,.*" 

I direct the attention of the commission to the definin- 
ition of what net premiums are according to the United States 
legislation, which I suggest should be persuasive here. 

There was some discussion during the hearing to-day that 

the United States had imposed an income tax in an alternative 
form upon the operations of mutual companies in the United 
States, and this is the form of the legislation. That is; 
iv may be an income tax at the prevailing rates upon the net 
investment income, or it may be a one per cent gross income 
tax. Then they go on to define what shall be included in, 
shall we say, the taxable income; and they say that the net 
premium shall be included, but they deduct from the gross 
premiums any policyholders dividends before they arrive at 

a figure vhich they tax on a gross income tax basis. Go 

i say it is persuasive, even in the conception which the 
Federal government of the United States took, that they did 
not regard the return of the unabsorbed portion of the premiun, 


to the extent that it wes returned, as any part of the income 
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for Qurposés of this one per cent gross income tax. 

"39. The investment income tax is levied on the theory 
that in so far as the underwriting activities of a mutual 
insurance company-are concenred the Operation is ona 
non-profit basis. The rutual iisurance company is recognized 
as a membership organization for the insurance of the risks 
of its members at cost. A company may have good under- 
writing experience or bad underwriting experienee, but the 
liability for income taxes will not be affected. The con- 
gress also recognized the necessity for mutual companies 
holding surplus funds for the purpose of maintaining their 
ability to pay their losses. During a good underwriting 
year a company may anticipate bad years and set aside 
from premiums an amount considered to be adequate to meet 
losses when heavy losses averase out the good experience. 
The board of directors of a mutual company may retain 
amounts as surplus in any year on the basis of its judgme nt 
of the needs of the company for meeting its obligations. 
The surplus of a mutual company in so far as it consists 
of premiums temporarily withheld from distribution to 
members to insure solvency amg ability to meet losses may 
he augmented without the incursion of income taxes, 

"40. Net income from investments is taxable in the 
hands of 4a mutual insuranee company in the same way that 
it would be taxable in the hands of a profit-making corpor- 
ation. The congress reasoned that, while the underwriting 
activities of mutual insurance companies are non-profit 
operations, their investment activities produce some profits. 

"41. The one per cent tax on gross income is an 
anomaly in income taxation. It is recognized as such by 
ali concerned. The country was, and is, in great need of 


revenue. The congress wished to make certain that about 
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$5,000,000 of additional revenue would be produced from 
the tax on mutual insurance companies, at least for the 
duration of the war. This tax must be paid if it exceeds 
the income tax which a company developed on its investment 
income." 
I just want to call attention to this last sentence: 
"The experience of many mutual insurance companies which 
pay income taxes in the United States under the Revenue Act 
of 1942 is that the tax computed on investment income is 
not much greater or much less than the tax computed on the 
one per cent of gross income basis. 
"42. It follows from the foregoing that even if the 
Income War Tax and Excess Profits Tax Acts in Canada were 
to be amended by the addition of some new provision providir 
for the taxation of mutual fire ana casualty insurance 
companies on 4 basis comparable to the provision taxing 
such companies in the United States Revenue Act of 1942, 
the new tax so imposed would approximate a premium tax of 
One per cent. One per cent is the exact difference in the 
rate of premium tax now Paid in Canada by Alliance member 
companies in contrast to that paid by joint stock insur- 
ance companies under the Special War Revenue Sot" 
I think this might be just as good a place as any to direct 
the attention of the Commission to this additional feature, 
which affects the operations of the mutual insurance companies 
whom I represent in Canada. It is this. From the time 
this provision was re-enacted in the Special War Revenue Act 
1932, placing this premium tax upon the premiums of a mutual 
company operating in Canada -- at that time the tax was a 
dominion tax of one per cent and a provincial tax of one 
per cent. Then when the federal authority took over the fi- 
eld cfcorporate taxation, in 1942, certain amendments were 


made stepping up the rate. In the case of the mutual 
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companies they added the one per cent federal tax which 
theretofore existed and the one per cent protein’) a tax 
Which theretcfore existed, and tha got a sum total of three 
per orks What was the basis on which they made it three 
per cent, I do not know. 

THE CHAIRMAN: When you say "they" whom do you mean? 

MR. HAYDEN: I would say that the Minister of Finance 
fust assume the responsibility, because it was his resolution 
and his amending bill. Who was behind that, I do not know; 
and therefore I cannot make any allegation. But I want to 
point out this additional feature, that since 1932 down to 
and including 1943, we paid our tax upon the basis of our net 
premium. That would be our premium income in Canada less the 
policyholders! dividends. Then in 1944 the superintendent 
of insurance comes along and makes a demand retroactive to 
1952 for payment of this premium tax on the basis of the 
gross premiums. While by special order in council the re-— 
troactivity has been taken away to the end of 1943, there is 
now a demand that all these mutual companies pay the addition- 
al amount for 1944 since they, on the advice of counsel, 
continued to pay on the basis of the net premium. So thar 
we are faced with the liability, at the present time, that 
the premium tax as far as these mutual companies which I 
represent are concerned may be three per cent, calculated 
upon the gross premium income, without any deduction for the 
~policyholderst dividends returned to the policyholders. 


THE CHAIRMAN: Do you mean you have been assessed for 


MR. HAYDEN: Yes, we have been assessed in 1944 in this 
respect, that a written jemand has been made upon each of 
these companies for payment of this additional amount, 


the same as a written demand was made last year for payment 
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of exactly the same amount for the period going back to 1932. 

THE CHAIRMAN: And did you appeal the order? 

MR. HAYDEN: There ee provision for appeal. The 
provision is that if you do not pay your tax or any part of it 
the minister may sue you, so such an invitation has been ex- 
tended. 

"Underwriting Profit 

"43. Underwriting profit, or ‘underwriting gain or 
losst as it is called in the annual returns presoribed 
under the Dominion Insurance statutes, has been the subject 
of special comment by the dominion superintendent of 
insurance in his annual reports in recent years. It is for 
these reasons that appendices III and IV attached to this 
submission give fairly complete figures concerning the 
underwriving accounts in Canada of Alliance member companies 
during the last fifteen yeara and, more particularly, 
during the past two years." 

I think we have already referrei to appendices III and IV, 
except back of the recapitulations you have a separate 
statement in relation to each company, showing the amount of 
premium received and the amount of the policyholders! dividend. 
Together with paragraph 43, which I have just read, I wanted 

to read paragraph 48, moving it out of place just a bit. 

"48, The figutes included in Appendices III and IV 
showing underwriting accounts of Alliance member companies 
in Canada demonstrate beyond all question that they have 
really returned to their Canadian policyholder members 
unabsorbed premiums and have not piled up huge special 
or surplus reserves as is contended by some of their 
competitors. They show, for example, that during the calendar 
year 1942 the unabsorbed premiums (dividends) returned 
to the Canadian policyholders of these sompanies exceeded 


the amount of the so-called tunderwriting profit.’ They 
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show that while in the calendar year 1943 the ‘underwriting 
profit' exceeded the unabsorbed premiums so returned in 
the aggregate, in fact five of the thirteen companies 
listed returned more in unabsorbed premiums than they gained 
in ‘underwriting profit! even in that year; above all they 
show that during the past fifteen years the aggregate net 
balance from underwriting operations is $776.,910 or two 
per cent of the $37,953,906 in premiums written by Alliance 
member compaiies during the period. Inasmuch as the ‘expenses 
incurred' figures employed in calculating this net balance 
do not include any share of home office expenses attributable 
to Canadian operations, e.g., statistical, accounting, 
underwriting, claims supervision, advertising, audit, and 
home office salaries and travelling expenses, this apparent 
aggregate net balance of two per cent was really not a gain 
because no one would suggest that such home office (<P .q ihc) tare 
covering the whole fifteen-year period totalled less than 
two per cent of net premiums written even after due allowance 
is made for investment income which is not included for the 
purpose of calculating the 'underwriting profit.'" 

Now I go back to paragraph 44: 

"44. The underwriting accounts set out in the reports 
of the dominion superintendent of insurance present an 
accurate picture of the insurance transacted by the joint 
stock insurance companies. However, such underwriting 
accounts present an incomplete and consequently inaccurate 
picture of the insurance transacted by Alliance member 
companies, because the accounts do not reflect the return 
of unabsorbed premiums which these companies make to their 
policyholders, 

"45. The term ‘underwriting profit! has a definite 
technical meaning in insurance accounting, It must not be 


con-used with the ordinary meaning of profit. This is 
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Mr. Hayden 


particularly true when the undersriting profit of mutual 


insurance companies is mentioned. In a mutual company 


underwriting profit might better be styled ‘unabsorbed 


premiums,.' 


"46. In the report of the superintendent of insurance 


for the dominion for the year 1942 there appears at page 


ixvii two tables setting out figures which give the 


impression that mutual insurance companies earn large 


profits in relation to the profits earned by joint stock 


insurance companiss. The figures set out underwriting 


profit developed in accordance with insurance accounting 


practice. 


"Figures for premiums, underwriting profit and income 


and excess profits taxes are taken from Table A, 1942: 


"Foreign deposit premium mutuals* 
Premiums 
Underwriting profit 
Ratio: Underwriting profit to premiums 
Income and excess profits taxes 
Foreign Other Mutuals** 
Premiums 
Underwriting Profit 
Ratio: Underwriting Profit to Premiums 
Income and Excess Profits Taxes 
Foreign Joint Stock 
Premiums 
Underwriting Profit 
Ratio: Underwriting Profit to Premiums 
Income and Excess Profits Taxes 
Underwriting Profit less taxss 


Ratio: Underwriting Profit less taxes 
to premiums 


$igo7545 078 


633 ,232 


$6,171,055 
873 ,828 
14% 


None 


$31,343,976 

1,603,909 
Sf 

1,262,693 


341,216 


1h 


/ 
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"47, The above figures show that the foreign 

Joint stock companies earned underwriting profits (in 

the technical sense) which were comparatively much 

Smaller than those earned by the mutual companies 

and that the joint stock companies paid very sub- 

Stantial income and excess profits taxes while the 

mutual companies paid none. These figures, however, 

ignore the very substantial refunds of unabsorbed 

premiums made to their policyholders by the companies 

transacting mutual insurance, 

x1i.e., Factory Mutual Fire Insurance Companies 

XX@e8-, Alliance member companies, 

"Insurance and Post-War Canada 

"49. While Alliance member companies have their heaé 
offices in the United States, their mutuality makes them 
Canadian companies in respect to their Canadian business, 
Accordingly they venture to make the following comments 
on the relations between the taxation of insurance companies 
and Canadats post-war problems. 

"50. If the tax laws of Canada were to be changed 
to make the techmical ‘underwriting profit’ of mutual 
companies liable to income tax and excess profits tax or 
Otherwise to increase the taxes payable by mutual fire and 
casualty insurance companies, the cost of fire and casualty 
insurance would be increased, Fire and casualty insurance 
is a protection which is required by all classes of indi- 
viduals and business concerns throughout the country. 

It is therefore a very widespread cost of business Operation. 
"Sl. If Canada is to achieve anything approaching 
full employment in the post-war period, it is of the utmost 

importance that her price structure, and consequently the 


operating costs of all industries, be kept as lew as possible, 


Puestics 


at 


ay we 
fae t 4, 
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The reason is this. The increase in the labour force which 
has taken place since the war, together with the vast 
technological improvements in agricultural production, 

make it clear that we cannot hope to employ in our war 
manufacturing industries as they existed before the war and 
in agriculture and the other extractive industries all the 
people who will be demobilized from the armed services or 
luid off from wartime industry. It will therefore be essen- 
tial to retain as Large portion of our wartime industrial 
expansion as possible. To do this, markets must be found 
both at home and abroad for a substantial volume of new 
products. Our ability to compete for forcign markets will 
obviously be enhanced to the extent that we can keep our 
costs and our price structure low. To increase the 
domestic demand for Canadian manufactured products, we must 
also rely largely on low costs and consequent low prices. 
because such a large part of Canadats domestic purchasing 
power is derived from exports and consequently cannot be 
materially raised by domestic fiscal policy. 

"S52. Consequently,-if the cost of fire and casualty 
insurance is raised by increased taxation of the mutual 
companies, ua -policy will be followed which is injurious 
to the encouracement of industrial activity and the 
achievement of a high level of employment in Canada after 
the war. 

"Conclusion 

"53- In conclusion, we would reiterate respectfully 
the following submissions: 

"(1) That the rate of tax imposed upon companies 

transacting mutual insurance exclusively 
under the Special War Revenue Act should 
not exceed the rate imposed upon joint stock 
companies; 

(2) that companies transacting mutual insurance 
exclusively should continue to be exempt 


from taxation under the Income War Tax ané 
Excess Profits Tax Acts; 
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"(3) that the administration of a tax on insurance 
premiums is simple and effective and can be 
made equitable; and that the basic tax on all 
insurance companies should always be a premium 
tax based on the net premiums, i.eé€., upon the 
actual cost of the insurance protection to the 
policyholder," 

There are just one or two observations I should like to 
make before I call upon Mr. Gruhn. If we are concerned with 
the principle, as I think we are, which should guide us in a 
consideration of whether or not mutual ingirance operation 
should be the subject of income tax, and whether or not it 
has any profit which could be described as income within the 
meaning of the Wncome War Tax Act, I think if we look, for 
instance, to how the life insurance companies are dealt with 
we will have a lead. In life insurance you have some fully 
mutual companies , who write nothing but mutual business, 
Then you have: companies which write nothing but non-par 
business, strictly stock operation. Then you have stock 
companies which write both types of insurance, that is the 
participating type, which is the type of insurance that we 
write, and the non-par. 

What is the income tax approach to these operations? 
They do not approach the problem on the basis that they are 
corporations and bhes corporations are separate legal entities. 
We all know that; it is an old story in law, but it takes 
more than that to produce income, because some of the greatest 
corporate set-ups have lacked just that one thing, the taxable 
income, and sooner or later they have ended in bankruptcy 
or have been absorbed. So the approach there is this. 

For instance, you take the stock company which writes mixed 
life insurance, some of which is participating and some of 
which is not. With respect to the participating insurance, 
to the extent that the profits or earnings of the company 


arising both from the excess of premium income and from 


investment -- and investment is a substantial part of the 
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income of life insurance companies -=~ to the extent that those 
carnings are transferred to the shareholderst account on that 
participating plan, they are not subject to income tax, 
In order to get under that category you must transfer, I think 
it is, a minimum of 90 per cent. To the extent that you 
transfer within the limits permitted out of earnings, moneys 
to shareholderst account, that is taxable income, and is 
taxed under the Income War Tax Act. 

Now I say there must be something in the principle that 
underlies that which goes deeper then just taking a look 
at the corporate set-up and saying, "Well, it is a corporation, 
and it should pay income tax," or taking a look and saying, 
"Well, are they carrying on the business of insurers, or not?" 
It goes deeper than that; and I think the principle is that 
to the extent that the cost of insurance to the policyholder 
is reduced by some retuin that is made to him, the federal 
government in the case of life insurance concluded that this 
should not be taxable either in the hands of the company 
In the hands of the individual naturally it is not taxable, 
He does not recognize those shades of difference between 
the contribution which he originally made by way of 
premium and the character or the personality of the dividend 
that he gets back, It is money, or it is a credit in the 
way of a dividend; and he does not ask, nor do I think for 
the purposes of our consideration we would have to establish, 
that it was part of the money that we originally contributed, 
as long as he gets a return which applies to the cost of 
his insurance. 

How does that apply to the mutual operation? We 
issue policies. My learned friends may be asking for those 
policies, so I may as well file a copy now. This is a 


standard automobile policy in the Lumbermens Mutual and 
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National Retailers, and there is a specific provision in 
the policy heaced, "Mutual policy conditions," which says: 
"The company is a perpetual mutual corporation, owned 
by and operated for the mutual protection and benefit 
of its members, in accordance with law and in accordance 
With the charter and by-laws of the company as now 
inforce and as the same may be amended from time to 
time, 
"The insurance shall under no circumstances be subject 
to assessment. 
"This is a participating policy, under which the 
board of dirertors may, in its absolute discretion, subjent 
to the charter, by-laws, classifications, and resolutions 
relating thereto determine and pay unabsorbed premium 
deposit refunds (dividend) to the insured." 
That is the provision which is contained in the policy; 
and whether or not it was there I thinkthe effect would be the 
same, when we hold ourselves out to be carrying on a mutual 
insurance operation, because the statute defines what a mutual 
insurance operation is. The essence of it is that there is 
no pre-determined amount for premium; and the proof as to 
how these companies have operated in fact is that over the 
period of fifteen years substantially all -- I think up to 
98 per cent, which is all but 2 per cent -- of the premiums 
‘paid have been disbursed to the policyholders. That oertain- 
ly indicates that in fact the company is carrying ona 
participating policy. 
True, it is a corporation, The additional fact is 
that it has no shareholders; so it returns all these moneys 
to the policyholders. The advantage, of course, has been 
developed. The advantage of carrying on in that way, 


and getting the premium which permits of these surplus 
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funds to be returned in that way, is that you have money in 
hand against the possible losses, rather than having to 

deal with it in post mortem fashion. It is always more 
difficult, not only in matters of insurance but I suppose in 
almost any matter, to deal in a post mortem way with any- 
thing, except the person who says, “Well, I told you so." 
That is the person who is always ight. 

Then I wonder if Mr» Glassco could check this, because 
I spoke to him about it and he did not have any information 
on it. My understanding -- and I want to be corrected if I 
am wrong -- is that with respect to the operations of the 
British and foreign stock insurance companies in Canada, the 
income which they receive from investments is attributed to 
the head office, so that by some formula which is worked out 
they do not include the investment income as part of their 
taxable income. The best information I can get from varione 
sources is that this was part of a formula. I asked my 
beigud Mr Glassco if he had any information on it, and I 
hope he will be able to check that in the meantime, 

Another fact which I would like the commission to note 
at this time is that under the provisions of the internal 
revenue act in the United States, under section 204, United 
States joint stock companies issuing participating fire 
and casualty policies deduct the policyholderst dividends 
before arriving at the amount of earnings and income subject 
to tax. That is not something which is stated in my brief, 
but I wanted to bring it to the attention of this commission.e 
In the United States, where they are dealing with participat- 
ing policies and the question of the return of the unabsorbed 
premium, that is deducted before you arrive at an amount 
for the calculation of income tax and the determination 


of profit. Now, Mr. Chairman, my next step would be to 
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call Mr. Gruhn. 

THE CHAIRMAN: Do you think we would make much headway 
by beginning with him now, if we adjourn at half past four? 
I think perhaps we might continue after we hear this other 
case to-morrow morning. Is that case said to be long? 

MR. PARKER: No, my understanding is that it will not 
be long. 

MR. BROSSARD: I do not expect so, You never can tell, 
but it may take an hour and a half or two hours at the most. 

Tk CHAIRMAN: Then I think it would be better if we 
adjourned a and resumed your case after hearing the other 


case first thing in the morning. 


At 4.50 pem. the Commission adjourned until Wednesday, 


April 98, 1945, at 10 a.m. 
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